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2 THE BANKER 


A Banker’s Diary 


rik United States has finally taken the drastic step, 
expected for many months past, of blocking German and Italian 
dollar assets. That this decision should at last 
have been taken can be attributed at least as 
much to the exacerbations of German-American 
political relations following the sinking of the 

tobin Moor,” as to the wider powers 
vesting in the President after the declara- 
tion of an unlimited national emergency; for it would 
ecem that almost unlimited powers to regulate foreign 
assets were already in existence under the 1917 Trading with 
the Enemy Act, as amended in May, 1940. Any hesitation in 
using these powers must clearly have been prompted by poli- 
tical considerations, for the freezing of German-Italian funds 
could not be explained away, like the blocking of the assets of 
conquered countries, by the need to protect their owners against 
duress. On the other hand, now that the move has finally been 
made, it has been done explicitly for the purposes of curbing 
subversive activities and preventing the use of financial facili- 
ties in ways inimical to the defence of the United States. In 
its way this statement indicates America’s true political posi- 
tion no less revealingly than the expulsion of German consular 
officials. Having been anticipated for so long, naturally, the 
freezing order has been somewhat vitiated in its financial effect 
by the large-scale transfer of Axis funds to South American and 
other countries, but it is estimated that the remaining funds 
probably total £100,000,000, of which £50,000,000 are directly 
in Gerraan-Italian ownership. 


Nazi Dollar 
Assets 
Frozen 


Tue ancillary measures taken to ensure a more effective 
cnforcement of the blocking order are themselves of no slight 
significance. To this end the blocking order has 

Continental been extended to all the countries of Continental 
Neutral Dollars Europe with provision for exemption through a 
Under general licence for six countries then classed as 
Licence neutrals, namely, Finland, Portugal, Spain, 
Sweden, Switzerland, and the U.S.S.R. Follow- 

ing the German invasion, Russian assets estimated at 
$106,000,000 were immediately released, while, on the other 
hand, transfers to Finland under the $35,000,000 Export-Import 
credit were blocked. Sweden and Switzerland have been 
granted general licences against assurances that their funds 
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will not be used for the benefit of Axis countries. What 
measures of supervision the American authorities are them- 
selves exercising is not yet known, though it can be taken for 
granted that any neutral concern already black-listed by this 
country will automatically be treated as a Nazi agent. If 
enforcement is to be really effective, however, it would seem 
that a close scrutiny is needed over the dollar transactions 
of the nationals of the non-European countries outside the 
scope of the blocking order, particularly Japan (with her close 
relations to the Axis) and the South American States, which 
have recently been the recipients of so much German-Italian 
money. Indeed, co-operative action by Latin-America with 
the United States on Pan-American principles would immeasur- 
ably reinforce the financial effects of the freezing process. 


A SPECIAL case of a country falling outside the general block- 
ing order is the United Kingdom, which remains the only 
European country free to dispose of dollars 
without licence. Hence the paradoxical position 
could have arisen that the Nazis, deprived of the 
agency services of Continental neutrals, might 
have sought to finance their propaganda and 
other activities in the United States by draw- 
ing upon dollars held in this country for account of 
non-residents. Any such development was at once pre- 
cluded by the prompt announcement that such balances 
may no longer be drawn upon without the prior permission of 
the Bank of England. The closeness of the financial co-opera- 
tion between the British and American authorities implied in 
this complementary measure is emphasised by the fact that 
applications for withdrawals of non-resident dollars will, it is 
understood, be referred to Washington. At the same time, it is 
interesting to note that the British ban is considerably wider 
than the American freezing order, applying to all residents out- 
side the sterling area. 


Blocking of 
Non-Resident 
Dollars in U.K. 


In neutral countries, the control of imports for exchange 
purposes has been rendered almost as anachronistic by the war 
as the commodity restriction schemes in 
belligerent countries. Shipping difficulties and 


Argentine blockade now serve even more effectively to 
Exchange limit the volume of imports, and it is this 
Relaxation 6s 


change which ffinds recognition in the 
recently announced relaxation in the Argentine 
exchange regulations. One feature of the control hitherto 
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in force was a system of prior permits for imports. 
Obviously with the object of removing any needless restric- 
tions which might hamper the inflow of necessary imports, this 
system has now been abolished in relation to four-fifths of 
Argentine trade, the remaining fifth being chiefly articles of 
a luxury nature. Like the previous extension of the maximum 
life of import permits, which serves the same end, this decision 
was foreshadowed at a meeting of the Argentine foreign 
exchange committee held in mid-April. On that occasion the 
Finance Minister, besides alluding to shipping difficulties, 
stressed the need for a simplification of the highly elaborate 
exchange regulations, and this is undoubtedly a secondary 
object of the relaxation. It is understood, for example, that a 
considerably simplified procedure is to be adopted for the 20 
per cent. of imports which remain subject to the prior permit 
system. Even so, the regulations remain complex enough, with 
a system of three official buying and selling rates in addition 
to rates established in the free market and at the auctioning to 
importers of exchange derived from “non-regular” exports 
to the United States and certain other countries outside the 
sterling area. Trade with this country, of course, will continue 
to be settled through the special accounts. Though the relaxa- 
tion, as has been said, is a recognition that shipping rather 
than exchange is now the limiting factor in imports, it would 
naturally not have been possible unless the exchange position 
itself was reasonably satisfactory. Actually, the Argentine 
balance of payments is very much healthier than would ever 
be expected in a country faced with huge unsold surpluses of 
its staple exports owing to the loss of European markets through 
German occupation. Although exports in the first quarter of 
the year slumped by 54 per cent. in volume and by 36.5 per 
cent. in value to pesos 322.8 millions, imports were reduced 
more than correspondingly to pesos 220.0 millions, giving a 
favourable balance of pesos 102.8 millions, against pesos 82.8 
millions last year. In addition, the peso has had the supporting 
effect of large transfers of German funds from the United 
States, to such an extent that the Argentine authorities have 
on occasion had to intervene to prevent too marked an appre- 
ciation against the dollar Even so, the holding of foreign 
exchange and gold abroad rose by pesos 44 millions in the first 
four months of the year to pesos 302 millions, the reserve of 
gold in Argentina remaining unchanged at pesos 1,071 millions 
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SUBSEQUENT information has greatly modified even the some- 
what reserved approval which greeted the first announcement 
of the sale of Courtaulds American subsidiary, 
the Viscose Corporation, when the dollar price 


wi was estimated in some quarters as high as $150 
Deal millions and nowhere lower than $80 millions. 


In the event, the issue of shares on the 
American market realised no more than $55 
millions for this country, though the American banking syndi- 
cate seems to have drawn commissions totalling $7,800,000. Sug- 
gestions were made that $1,000,000 of this might be returned. 
The proceeds of the American issue are the more dis- 
appointing in the light of a statement by the Courtauld 
board valuing the American concern at no less than $128 
millions. It may be noted incidentally that of this sum cash 
and marketable securities account for as much as $36 millions, 
so that the American issue proceeds would place a value in the 
neighbourhood of only $20 millions on the fixed plant and other 
assets, which the directors value at $80 millions. The country 
is clearly entitled to some explanation of these striking dis- 
parities. Does the responsibility for our poor bargain lie with 
the feverish haste with which the deal was concluded, in 
consequence, it is reported, of the Treasury’s anxiety to pro- 
duce a British “ gesture” immediately after the passing of the 
Lease-Lend Act? For Courtauld’s shareholders there is some 
consolation in the fact that the sterling sum they are to receive 
does not depend on the results of the American issue, but is to 
be fixed by agreement with the Treasury, with recourse to 
arbitration if necessary. By the same token, if the dollar sum 
realised is below the real worth of the Viscose asset, this will 
be doubly disadvantageous for the British taxpayer. There is 
no force whatever in the argument advanced in some quarters 
that the only thing of any significance is the raising of dollars 
and that the relation between the dollar proceeds and the ster- 
ling payment to Courtaulds is a matter of indifference. To be 
sure, the vital thing is to secure as many dollars as possible; 
but the terms on which dollars are obtained are also of some 
consequence. If the Treasury wished to obtain dollars at two 
to the pound, or less, it could have done so at any time and on 
a far larger scale through the subsidisation of exports, a policy 
which was rejected with horror. Fortunately, the need for any 
further distress sales will be avoided by an Amendment to the 
Reconstruction Finance Corporation Act authorising loans to 
foreign governments against dollar collateral. Indeed, it is 
B 
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reported that the whole of our remaining direct investments 
are to be pledged in the immediate future against a loan for 
several hundred million dollars to pay for war supplies ordered 
before the Lease-Lend Act. 


WitH the avowed object of encouraging trade with the ster- 
ling area, Japan has this month put into force arrangements to 
assure Japanese traders of stability in the yen- 
Yen sterling exchange. Apart from a temporary 
Stabilisation 2PPTeciation to 17iéd. at the time of the regret- 
Measures table slump in free sterling last June, when 
the yen moved on the basis of the official 
dollar rate, the spot quotation for the yen 
has long been steady at around ls. 2d. In addition, the 
Japanese exchange banks will now be protected against 
any fluctuations in the rate by the Japanese Govern- 
ment’s guarantee—if necessary up to a limit of yen 500 mil- 
lions—against losses on forward exchange. On the other hand, 
the Government will retain any profit on forward operations 
which are, in effect, centralised in the Bank of Japan, the com- 
mercial banks receiving only a commission, as in this country. 
In spite of the complete stability in the official dollar-sterling 
rate since the beginning of the war, it is possible that fears of a 
depreciation in sterling may have had some deterrent effect on 
Japanese exporters quoting in that currency, and that the new 
forward arrangements may in consequence help to stimulate 
exports. On the other hand, the extension of a similar system 
to the dollar exchange can on this reasoning only assist im- 
ports, while the inclusion of a number of other currencies is 
probably of no more than technical significance. 


At this late stage it might be thought that any changes in 
exchange control would have the object of closing the few 
small remaining legal loopholes for evasion. This, 

Sterling unfortunately, does not apply to the stricter con- 
trol of inter-sterling area transfers announced 

Area . ee : 

Transfers this month, which is, on the contrary, a tacit con- 
fession of insufficient uniformity and co-opera- 

tion between the various Empire controlling 

authorities. The segregation of resident from non-resident 
funds is, of course, the very basis of the entire control, 
and in principle it would seem simple enough to ensure 
that money which starts out as resident in one part 
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of the sterling area is not transformed into non-resident 
or otherwise placed on the way to conversion into foreign 
exchange merely by process of transfer to another part of the 
Empire. Nevertheless, it appears that evasion, admittedly on 
a minor scale, has been permitted to take place by this channel, 
residents in this country, for example, securing U.S. or 
Canadian dollars for their evacuated families by transfers via 
Australia. Probably Eire will have afforded some scope for the 
leakage of exchange, since a resident in that country would 
probably secure permission for remittance to a person in the 
United States more readily than in any other part of the ster- 
ling area. Henceforth, at any rate, control is to be made more 
uniform and transfers from a U.K. resident will be credited 
only to a resident in any other part of the sterling area unless 
the local control in the receiving country gives express per- 
mission to the contrary. It would be misleading to say that as 
a result of this closer supervision transfers within the sterling 
area will now be subjected to the same degree of control as 
transfers outside it. The essence of our control is to leave 
complete freedom of remittance within the sterling area while 
placing a ring-fence around it, and this principle of free remit- 
tance between residents is unimpaired. 


DiscounT market statistics available to the general public have 

been agreeably augmented this month by the decision of Cater, 

Brightwen and Co. to publish their balance 

Cater, sheet. It was, of course, generally known that, 

Brightwen particularly since the absorption of Brightwen’s 

Balance in October, 1939, Cater’s are by far the largest of 

Sheet the private discount companies and therefore the 

fourth largest unit in the market. Even so the 

revelation of assets exceeding £24,000,000 must have come as an 
agreeable surprise to many. The main items are as follows: 


APRIL 30, 1941. 


LIABILITIES. ASSETS. 
£ £ 

Share capital (fully EEE EAC EES 594,589 

ere 630,000 Bills discounted ......... 16,052,674 
General reserve ......... 200,000 + British Government 
Loans, tax provision, securities (less re- 

sundry creditors, | rr errr 7,307,070 

OG. <shacodtonsndaacastass 23,217,832 AGVANCES .........cccce0- 93,500 


It will be noted that the share capital is almost fully repre- 


sented by cash, that the securities item points to inner reserves, 
B2 
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and that bills represent no less than 67 per cent. of total assets. 
If the other private houses are able to make so excellent a 
showing they should certainly have no hesitation in following 
Cater’s : «ample. 


CONSIDERING that London’s War Weapons Week raised as much 
as £124 millions for the Government in a single week, the 
surprising thing is that bank credit did not show 
a sharper contraction than the negligible decline 


cd shown by the May clearing bank returns. In 
Halted War Weapons Week and the three preceding 


weeks the cumulative deficit amounted to £230 
millions, whereas’ total subscriptions to 
Government loans must have been in the _ neighbour- 
hood of £200 millions. The small remaining gap must 
have been considerably more than bridged by extra- 
budgetary receipts. That the bank figures show a decline of 
no more than £4.6 millions to £2,824.0 millions is partly due 
to the remarkably early dates on which some of the banks made 
up (in one case the 19th of the month). More important is 
the fact that close on £30 millions of the loan subscriptions 
were derived from the banks themselves. Within a few weeks, 
indeed, investments threaten to displace advances as the banks’ 
main earning asset. 


CLEARING BANK RETURNS 


(£ millions) 


May Change on Change on 

1941. Month Year. 
PNUD iikiaccaditsdinosaSedenes 2,824.0 — 4.6 +410.7 
I Fanta. cuahclacaid Sacsiadgacente 293.1 — 5.3 + 36.1 
Ce So cidiicscisescnsaceasase 128.4 —11.0 — 15.3 
Be cettdnancradssinsic 172.8 — 15.0 — 235.9 
Treasury Deposits ............ 469.0 + 8.0 + 469.0 
| 848.3 + 28.6 +215.1 
MI ja kadacecacecctanaae 873.0 —10.7 — 91.3 
POCOGRETCOB ooiscciccccccccess 107.8 + 2.9 — 12.1 

% 

Cash to Deposits ............ 10.38 — 0.17 + 0.27 


The further drop of £26 millions in money market assets, 
notwithstanding an expansion of £40 millions in the tender 
Treasury bill issue, bears witness to the constant accumulation 
of sterling area funds in London and the consequent contraction 
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in the volume of bills available to the domestic banking system. 
Despite this movement, it will be seen that the two main earn- 
ing assets now represent only 60 per cent. of deposits (against 
66 per cent. a year ago), despite a net increase of £124 millions 
in their absolute amount. 


A CONTINUANCE Of the rise in the note circulation has been a 
feature of the credit situation this month. Once again 
successive new records have been established. 
The net rise of only £9.5 millions in the four 


pen weeks to June 25 is, however, quite negligible 
-_ by comparison with the jump of £45.2 millions 
Circulation °Y ©O™P tat 


the corresponding weeks of 1940, when 
the collapse of France and fears of an 
imminent invasion of this country led to heavy pre- 
cautionary withdrawals. In the corresponding weeks of 
1939 there was actually a slight decline, but it is interesting to 
note that as a result of the recent convergent trend, the circula- 
tion on June 25 showed a rise on the year of no more than 
£36.9 millions. At the same time the upward movement is 
already making appreciable inroads into the Banking Depart- 
ment’s Reserve, recently replenished by the increase in the 
fiduciary issue, which seems likely to be reduced to the vicinity 
of £20 millions at the August holiday peak of the circulation. 


ANALYSIS OF BANK RETURNS 


(£ millions) 


Note Total Bankers’ Public 

Circulation. Reserve. Securities. Deposits. Deposits. 

May 28 ...... 629.5 82.3 160.8 110.9 32.3 
June 4 ...... 635.4 46.5 156.1 121.9 10.9 
ae Mereore 637.2 44.8 154.0 122.7 7.0 
a peerrs 637.5 44.5 157.2 122.4 9.8 
BM Sdesaun 639.0 42.9 163.1 112.5 25.3 


After the temporary strain imposed by the transfer of War 
Weapons subscriptions at the end of May, extremely comfort- 
able credit conditions were at once restored by the release of 
the June 1 War Loan dividend and the payment for requisi- 
tioned dollar stocks. By these operations public deposits were 
sharply reduced from £32.3 millions to £10.9 millions, and it 
is evident that the need to accumulate funds in anticipation 
of these payments must have sensibly aggravated the passing 
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stringency to be expected during War Weapons Week. In the 
following week public deposits fell still further to their lowest 
level since war began, and remained low in the following 
Return, notwithstanding heavy net borrowing in that week of 
£25 millions against Treasury deposit receipts. Probably this 
was due to nothing more than the incidence of deposit trans- 
fers and Treasury bill payments and maturities, for the follow- 
ing week showed a sharp recovery in this item despite smaller 
borrowing from the banks. The combined effects of the accu- 
mulation of overseas balances and the increase in the liquid 
assets of domestic institutions through the expansion in bank 
credit are reflected in a recovery in total Treasury bill applica- 
tions from £145 millions at the tender of May 30 to over £166 
millions on June 13. In consequence the market quota dropped 
from 47 to 26 per cent. between these dates, while the mounting 
competition for the limited supply of bills on offer caused the 
average rate of allotment to dip slightly below the £1 mark for 
the first time in many months. 


Post-War Monetary Policy 


N retrospect, everybody is agreed that the economic dis- 
orders of the ’twenties were severely aggravated if not 
largely caused by errors in monetary policy. As to the 

precise nature of this monetary mismanagement, opinion is 
still far from unanimous. One school of thought would lay 
the primary blame on the policy which permitted the riotous 
boom of 1920, holding that the rocketing prices and gross mal- 
investment of that period would alone have sufficed to render 
the subsequent slump inevitable. Even if greater restraint 
had been exercised in the immediate post-war years, however, 
it is indisputable that the deliberate deflation necessitated by 
the return to the gold standard at an _  over-valued 
parity could not fail — given the rigidity of wages costs 
and the deterrent effect on enterprise of the high taxation 
imposed by the service of a huge debt whose real burden was 
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increased by the fall in prices—to bring about heavy unem- 
ployment and prolonged depression. 

Thus, the fundamental lesson of the last war is a simple 
one: monetary policy must have one supreme objective, and 
that is stability. So far as possible, the pent-up demand await- 
ing the return of peace for its expression must be prevented 
from generating a second post-war boom which would super- 
impose further inflation on that of the war itself and pave the 
way for an equally severe reaction. Secondly, it must be 
realised that abhorrence of inflation does not in the least imply 
advocacy of deflation. On the contrary, it must be recognised 
that deflation is equally a disturbance of monetary equilibrium, 
though with an opposite sign, and by comparison with any but 
the most rabid inflation may be even more pernicious. That is 
not to say that the benefits of a truly international standard 
may not compensate, within reason, for the monetary adjust- 
ments which it entails. But we must avoid like the plague 
the proposals which are certain to be put forward by the “ hard 
money ” cranks—the lunatic fringe of orthodoxy—for a return 
to pre-war price levels or exchange rates. Once a major change 
has taken place, the prices and exchange rates ruling at some 
previous epoch become utterly irrelevant; the concepts of a 
“normal” level of prices, of prestige attaching to some par- 
ticular exchange parity, which did so much to confuse monetary 
discussion after the last war, are almost wholly spurious. 
What is needed—and it is a difficult task enough without further 
complications—is a serious attempt to stabilise the situation 
which emerges after the inevitable disturbances of the swing 
back from a war to a peace economy. Whatever prices then 
prevail must be accepted as the post-war norm; and if the 
question arises of a fixed exchange parity, a rate must be 
chosen which is as nearly as possible in equilibrium with that 
price level. 

Stability, then, is the general aim. What does this imply 
in internal and external finance, and what obstacles are likely 
to impede the application of this principle? Naturally, with 
the duration of the war itself still completely uncertain the 
precise nature of the post-war position is quite unpredictable, 
and at this stage nothing more can be done than to sketch 
in the merest outline. Nevertheless, it is clear that internally 
the chief object of monetary policy must be to ensure full 
employment, in the sense in which this term is now generally 
understood. Indeed, this is implicit in the stabilisation of 
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incomes and prices at the post-war level. To preserve full 
employment on a sound basis during the transition period 
demands a nice balance between the volume of monetary 
demand for the consumers’ goods which are in scarce supply 
and the rate at which industry is able to place itself once again 
on a peace-time footing and absorb fighting men and war 
workers into civil employment. Precipitate demobilisation 
would be as disastrous economically as socially. If anything, 
demand must be allowed to run slightly ahead of the expansion 
in consumption goods output in order to expedite the trans- 
formation process. Under modern conditions this does not 
imply a deliberate expansion in the volume of credit, but an 
orderly release of the potential purchasing power which is being 
dammed up for the period of the war. 

The danger, of course, 1s that it will prove impossible for 
political reasons to spread this release over a sufficient period. 
Deferred demands on post-war production are certainly accu- 
mulating at a formidable rate. The chief strand, undoubtedly, 
will be the replacement of damaged buildings and chattels, 
involving Government finance for many hundreds of millions. 
By comparison, the repayment of the much discussed blocked 
credit to income-tax payers—amounting to no more than £125 
millions in a full year—will present a minor problem unless the 
war drags out to inordinate length. More important, so far as 
consumer demand is concerned, will be the need to prevent an 
overwhelming flood of buying out of existing bank deposits 
and the withdrawal of savings lent to the Government in com- 
paratively short-term form. In addition, industry will require 
enormous sums to finance the capital equipment needed to meet 
peacetime demands. Even where E.P.T. does not, as in the 
wasting asset industries, involve a confiscation of money capital, 
the calculation of depreciation allowances on the basis of initial 
cost instead of replacement cost must seriously deplete real 
capital. Large sections of industry, consequently, will be 
facing the future with worn-out and obsolete plant and mach- 
inery. In the provision of this fresh capital equipment the 
sums blocked under E.P.T. would not go far even if they could 
be released at an early date without inflationary consequences. 
If events were allowed to take their course, therefore, there 
would be sweeping demands on the banks for accommodation 
and a boom in new issues. Like all other demands, these 
demands for capital goods will have to be rationed (through the 
maintenance of the capital issues control and the qualitative 
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control of bank credit) if we are to be avoid on the one hand 
an inflationary rise in prices or, on the other hand, a sharp rise 
in interest rates. 

The question of interest rates, of course, links up with the 
question of external policy. Wartime depletion of our gold 
reserve would in itself be sufficient to necessitate control over 
capital movements. Until a comfortable reserve has been accu- 
mulated once again there could scarcely be any question, for 
example, of permitting a resumption of unrestricted foreign 
lending, however desirable such international capital move- 
ments may be, not only in the interests of world recovery, but 
also to help rebuild our sadly depleted reserves of overseas in- 
vestments. To some extent it may be possible to secure the 
best of both worlds by means of export credits, which ensure 
that the loans are in effect made in the form of commodities 
without direct strain on the exchange position. From this it 
follows, unfortunately, that exchange control must persist for 
some time after the war. At first sight it might seem that it 
would be possible to retain close control over capital movements 
while allowing traders considerably greater freedom. Unfor- 
tunately, this differentiation is extremely difficult to make in 
practice, owing to the known tendency for capital withdrawals 
to assume disguised forms, such as the leaving of export pro- 
ceeds abroad. In time, however, we can reasonably envisage a 
return, not to a rigid gold standard but to the type of currency 
system ruling in the immediate pre-war years, when the Tripar- 
tite pact and the operations of the exchange equalisation funds 
in insulating capital movements from the domestic credit struc- 
tures allowed comparative freedom of remittance together with 
a high degree of exchange stability over a wide area. 

No doubt any discussion of post-war finance must seem 
highly unrealistic without reference to the debt problem which 
figured so prominently in economic discussion after the last 
war. Yet in fact there seems reason to hope that the difficul- 
ties on this occasion may be less acute, particularly if mone- 
tary policy is conducted on the general lines suggested above. 
It is true that the national debt is once again increasing at a 
prodigious rate and by the end of the war may well have 
doubled. The burden of debt service, on the other hand, is not 
increasing in anything like the same proportion. Although 
the gross debt rose from £8,163 millions in March, 1939, to 
£11,420 millions in March, 1941, for example, debt service in 
the current financial year is estimated to cost only £255 mil- 
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lions, as compared with £223 millions in 1939-40. For the most 
part this is due to the low effective rate of borrowing, which 
will be evident from the summary of changes in individual 
items in the table below: 


PRINCIPAL CHANGES IN NATIONAL DEBT. 





March 31 March 31 
1939 1941 Change 
£m. £m. £m. 
IIE OD. isis nscascciccassene — <a 248 + 248 
Bees. BPO, TOOT BH occ cccsescsces.. 81 ee 157 + 76 
Nat. Savings Certs. ................ 385 = 605 + 220 
Defence Bonds 3% ....... eked -- oa 249 + 249 
2 2 8, aan — oe 300 + 300 
Nat. War Boads 24% 1945-7 _— ne 445 + 445 
1946-8 . — sk 148 + 148 
Savings Bonds 3% .............:. — aS 89 + 89 
TOR MEE, Scwidesoceannsacnnens _— a 38 ons + 38 
OES TRIE oasenciesiccessssaces 892 ace | =e bas +1,325 
Temporary advances ............ 28 RPE 172 es + 144 
Treasury deposits ........... eed —_— aa 429 bes + 429 
Comversion 44% — .....cccccccccvces 353 ree oo al — 353 
Treasury Bonds 1%............... 100 ae — Me — 100 
Total Saka caumpabaneenseoeae as 8,163 ... 11,420 ox +3,257 





Of the total increase of £3,257 millions over these two years, 
no less than £1,798 millions—or 55 per cent.—resulted from 
the creation of floating debt at present bearing interest at 1 per 
cent. or little more; and of this, moreover, fully half represents 
purely nominal debt held by the public departments. Except 
for the special case of Savings Certificates, none of the longer- 
term debt carriesmore than 3 percent. This is, of course,in sharp 
contrast with the position in the last war, when inflationary 
profits were attracted into Government securities by the offer 
of ever higher interest rates, instead of being skimmed off, as 
at present, by 100 per cent. E.P.T. One result of this change 
in technique is an equally striking change in the distribution 
of the new debt, which on this occasion is not concentrated in 
a narrow section of the very rich, but is widely held by the 
people as a whole. Thus, debt service can no longer be repre- 
sented as a charge on the community for the benefit of a small 
group of wealthy rentiers but constitutes a redistribution of 
income within the body of taxpayers as a whole. Nor is this 
the whole story. After the last war, proposals were put for- 
ward for a scaling down of the debt by means of a capital levy 
on economic grounds as well as for reasons of equity. Not 
only has the case for a capital levy been considerably weakened 
in this war by the more widespread holding of the new debt, 
but taxation of the very rich has now been carried to such 
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lengths as to produce the paradoxical position that a capital 
levy would actually yield a negative return. Even after the 
last war, when taxation was comparatively low by modern 
standards, it was estimated (as shown in the next table) that 
a levy of £3,000 millions, after allowing for loss of income-tax, 
surtax, and death duties, would provide a budgetary saving 
of the order of no more than £50 millions. By 1936 the fall 
in interest rates and rise in direct taxation would have reduced 
NET ANNUAL YIELD OF A _ £3,000,000,000 LEVY.* 
(Millions of £s.) 


3 1927 1936 
(Stamp) (Inland Revenue) 


Gross saving in interest ............... 142 i. en ue 
Loss on income-tax ............... 31 a ae 
BE MO IN ind cesevacaccvconnns o1$-308 ... 20 ... 
Loss on death duties ............... 28 a se 

ae ee reer a ee 42-50 ao 


*From “The Taxation of War Wealth,” by J. R. Hicks, U. K. Hicks, 
and L. Rostas. 
this to £22 millions. And there is no doubt that at present and 
prospective rates of taxation the Inland Revenue would actu- 
ally be a loser from a levy. The reason is that in order to pay 
the levy those assessed might have to dispose of assets carry- 
ing a considerably higher average return than the rate of 
interest on the cancelled debt. With taxation of the highest 
incomes at a rate of over 19s. in the £, therefore, this destruc- 
tion of high incomes on a larger scale than interest on the can- 
celled debt could cause the Exchequer a loss in revenue greater 
than the saving in debt interest. For example, a levy 
imposed to cancel £3,000 millions of 3 per cent. debt, giving 
a gross saving of £90 millions, might cause those liable to sell 
£3,000 millions of assets earning an average of 6 per cent., i.e., 
incomes might be destroyed to the extent of £180 millions. 
If income-tax, surtax, and prospective death duties on these 
incomes together exceeded 10s. in the £, the Inland Revenue 
would be a loser by the operation. 

A position in which even a capital levy would not avail 
to reduce the burden of debt might be very serious if this 
burden were in fact a crippling one. Fortunately, there is 
no reason to suppose that it will be. At the outside, post-war 
debt service, provided interest rates are kept down, should not 
exceed £400 millions, which in turn should be a fractional pro- 
portion of the post-war monetary income. Even in the circum- 
stances of the twenties the closely associated problem of high 
taxation seems to have been greatly exaggerated. Dr. Oswald 
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George, for example, recently gave figures before the Royal 
Statistical Society (see table) to show that real income after 
tax was appreciably higher in 1936 than in 1911. In a sense, 


1911 1936 











United Kingdom United Kingdom 
£ mns. (including Eire) £ mns. (excluding Eire) 
National Aggregate Income £2,150 mns. £4,440 mns. 
Less taxation (central) 155 783 
Less taxation (local) ... 77 232 mns. (say) 197 980 mns. 
Remnant .... bas in £1,918 mns. £3,460 mns. 
Population ... aaa — 45,271,000 47,081,000 
Per capita remnant oss £42 £73 
Cost of living index (say) ... 97 147 
Per capita remnant at 1936 
values (say) -_ an £64 £73 


this does not go altogether to the heart of the problem, since 
high taxation can have a sharply deterrent effect on industry 
without entirely preventing a secular rise in the standard of 
living. It is this depressing effect of excessive taxation which is 
the chief objection simply to leaving the debt at its post-war 
level. Nevertheless, it must be remembered that in the 
twenties the burden of taxation was increased even more 
sharply than that of debt by the falling profit margins resulting 
from deliberate deflation. On the other hand, the enormous 
volume of pent-up purchasing power to be released after the 
present war would be sufficient to ensure high prospective 
returns to enterprise for a long period, provided that booms 
and slumps are avoided. 

More important than the deadweight burden of debt is the 
question of its structure. By this is not meant primarily the 
supposed danger of an excessive floating debt, which caused the 
Treasury so much concern after the last war. Apart from the 
fact that the effective floating debt has risen only half as much 
as is commonly supposed, it is only under a gold standard that 
a large issue of short-term debt is a really serious problem. By 
refusing to renew maturing bills, domestic holders can then 
compel the Treasury to borrow afresh at the central bank and 
so provide liquid funds for conversion into gold or foreign ex- 
change. In these conditions, the existence of a large floating 
debt can defeat any attempt of the central bank to relieve the 
pressure on the exchanges by open-market operations and may 
leave no other alternative but an extremely sharp rise in short- 
term interest rates. Fortunately, this situation does not arise 
so long as definitive stabilisation is avoided, though a somewhat 
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analagous problem may be presented by the steadily mounting 
volume of sterling area funds invested in Treasury bills. To 
a large extent these will be used to redeem sterling debt, while 
further large amounts will be permanently retained as sterling 
reserves. Ultimately, the Dominions will no doubt expect to 
draw freely upon the remainder, but in view of the close rela- 
tions between our control and Empire monetary authorities it 
should be possible to arrange for this to take place in a mutually 
convenient fashion. By far the greater part of the internally 
held floating debt is in the hands of the banks and therefore 
presents no problem. It is difficult to conceive of circumstances 
in which the desire of the authorities to restrict credit could 
be hampered by difficulties in securing the renewal of such 
debt. And it is now recognised that to contract credit by re- 
payment of floating debt is particularly deflationary, since the 
resulting shortage of liquid assets may induce liquidation of 
securities or restriction of advances. The true problem of debt 
funding is quite a different one and is connected with that part 
of the debt whose creation usually arouses the least misgivings, 
namely, the securities issued to small savers. Both Savings 
Certificates and Defence Bonds are comparatively short-term 
securities; the former can actually be encashed on demand and 
the latter at a few months’ notice. To secure the renewal of 
this debt at anything like current interest rates, at a time when 
the shop windows are once again crammed after a long period 
of deprivation, is the central problem of post-war finance. 


International Trade in the Post-War 
World 


By Paul Bareau 


HAT role is to be assigned to international trade in 
the post-war world and through what particular 
technique is that role to be played? In this, as in 
most other issues with which the world is faced in the 
present struggle, we have a fundamental cleavage between 
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the conceptions of the two belligerent camps. The place of 
foreign trade in Germany’s “ Wehrwirtschaft” is obvious 
enough. What remains of international trade between the 
virtually autarchic blocks of the New Order would be a function 
of power politics. The balance of power between these three 
or four groups would determine both the range of goods 
exchanged between them and the rate of exchange dictating 
the terms on which such trade would take place. The financial 
machinery through which such trade would be accounted has 
already been sketched in some detail by the elaborate system 
of clearings and barters deals which Germany has evolved over 
the past decade. Within that system, as recent experience has 
shown, are all the seeds of the technique of totalitarian foreign 
trade—the arbitrary manipulation of rates of exchange, the 
subsidisation of certain selected trades, the subservience of a 
country’s foreign trade to the policy dictated by the Govern- 
ment of the day, to its diplomatic and strategic objectives. The 
whole set-up is fundamentally opposed to the principles of free 
enterprise and free markets from which the development of 
international trade has until now derived its principal stimuli. 
Our own conception of the role of international trade, and 
in particular of our export trade, in the world we hope to see 
emerge from the war has received no more concise definition 
than our other war aims. There have, however, been repeated 
assurances, couched in general terms, that we favour both the 
freeing and the maximisation of world trade. The United States, 
through the example of Mr Cordell Hull’s bilateral trade 
treaties, and through his many pronouncements on the subject 
of international trade, are clearly following the same objec- 
tives. The past decade has, in fact, witnessed the first genuine 
trend towards freer trade that the whole history of the United 
States has provided. Our own practice since the outbreak of 
the war may seem to clash rather harshly with these principles. 
Free markets have gone, the exchanges are controlled, foreign 
trade is almost entirely transacted by Ministries, our payments 
agreements with non-sterling countries have to a large extent 
taken on the character of bilateral clearings. But these are 
inevitable accompaniments of the temporary conversion of our 
economy into a “ Wehrwirtschaft”; they are not necessarily evi- 
dence of a change more permanent than this. Even within the 
scope provided by our war economy there have been significant 
attempts to ease the restraints of our various controls on our 
foreign trade. Efforts have, for example, been made to impart 
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rather greater elasticity than that of strict bilateralism to our 
Special Account agreements, while in the case of our payments 
agreements with the Central American States an interesting 
experiment was made in aggregating these countries into a 
single unit for the purpose of financing their trade with the ster- 
ling area. Moreover, by the extension of the sterling area to 
cover the extensive colonial territories of our Allies, we have 
considerably widened the area of exchange stability and thus 
contributed to the cause of freer and increased international 
trade. 

So much for general principles. There can be no doubt that 
on every rational ground Britain should fight the battle for 
freer trade in the post-war reconstruction. Our greatness in 
the past was largely built on our export industries and on the 
surpluses which the proceeds of our export trade allowed us 
to invest abroad. The value of that reserve of overseas invest- 
ments has never been more clearly demonstrated than in the 
present emergency, when it is being drawn upon heavily to 
meet the enormous gap which the war has opened in our cur- 
rent balance of international payments. The considerable re- 
duction in our fund of overseas investments which will have 
taken place by the end of the war will make it more than ever 
necessary for this country to pursue a policy that will encourage 
our export trade to the utmost. Only in this way can we offset 
the effect of our reduced overseas investments on our national 
standard of welfare. It is only by increasing our earnings of 
exchange resources, through exports, shipping services and the 
like, that we shall be able to disregard the loss to our national 
income caused by our very much reduced ability to live as a 
rentier nation. There is nothing new in this emphasis on the 
importance of our export trade. It is the one aspect of our 
economic activity to which lip service has always been paid 
as a matter of course. No chairman’s speech has ever been 
really complete without a pontifical blessing on the need for 
more exports. After this war, however, the cause will need 
more tangible encouragement than this. And it will be as well 
to realise here and now that this “particular” may prove 
decidedly painful to many vested interests whose roots are 
finding greater and securer depths in this country as a result 
of the war. 

Fortunately, the position of our foreign trade is not being 
altogether forgotten even in the abnormal circumstances 
created by the war. The work of the Willingdon mission to 
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South America is one of the many indications of the concern 
with which British industry is endeavouring to maintain its 
export contacts alive despite present handicaps. It may be 
presumed that the development of our post-war export trade 
will receive the full support of the Government. The increas- 
ingly important part played in our war-time foreign trade by 
official organisations such as the Export Credits Department 
and the United Kingdom Commercial Corporation will cer- 
tainly have created a precedent for more active Government 
assistance. In the system of priorities for industria] materials 
and labour, which it seems inevitable will have to be main- 
tained for some time during the post-war period of reconstruc- 
tion, it is to be hoped that the claims of export trade will 
receive their due weight. 

But there are more fundamental considerations than these 
in the prospects for our foreign trade. In the first place, the 
question of monetary policy in the post-war period will play 
an important part in determining the success with which we 
shall recover our export markets. In particular, we shall have 
to guard against a repetition of the mistake of saddling our 
export industries with the heavy handicap of a currency over- 
valued in the exchange markets, which it had to bear between 
1920 and 1931. On the other hand, the perils of exchange 
fluctuations will have to be guarded against, and this may well 
demand a development of forward exchange markets on a scale 
greater than was conceived before the war. The whole 
technique of exchange operations will, in any case, have to be 
reconsidered in the light of post-war conditions, and particu- 
larly with the objective of freeing foreign trade from some of 
the difficulties that are now placed in its way by exchange 
control. One may reasonably assume that this control will be 
gradually relaxed, though not necessarily abolished entirely. 
For example, though the forward exchange markets must be 
extended, there could be little justification for allowing their 
facilities to be placed at the disposal of out-and-out specula- 
tion. Decisions will also have to be taken regarding the 
mechanism of the finance of foreign trade. Will it be left once 
more to a free foreign exchange market, to international accept- 
ance credits, and to the general technique of the pre-war 
period? There may have been abuses of the freedom of the 
foreign exchange market, just as there were abuses—which 
were dearly paid for after the collapse of 1931—of the accept- 
ance credit, but it must be admitted that the mechanism 
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worked admirably. The alternative technique of clearings and 
compensation agreements will have to develop much further 
before it can provide a piece of machinery to match in elas- 
ticity and efficiency that provided by the free markets which 
functioned up to the outbreak of the war. 

Even more fundamental to the future of our export trade 
is the tariff policy that will be adopted by Britain after the 
war. The issues between free trade and protectionism lose 
their reality in time of war. The character of the national out- 
put and the nature of our import and export trade should now 
be governed wholly by strategic considerations—some of them 
conscious, some of them imposed on us by necessity and by 
such unescapable facts as shortage of shipping tonnage and 
enemy occupation of foreign markets. But the great fiscal 
issue will re-emerge after the war, and the struggle that will 
centre round it promises to outmatch in ferocity any previous 
tariff reform controversy. In the conditions created by the 
war, agriculture in this country has acquired an importance 
which places it in the very forefront of our war industries. 
But will it undergo demobilisation in common with the major 
branches of our war industries? A plausible enough case is 
already being made for strong protection of agriculture in the 
post-war period. It is based on strategic and sociological 
grounds. But it leaves out of account any consideration of the 
price of agricultural protection, expressed in terms of the rela- 
tively high price of foodstuffs which would have to be main- 
tained in this country, of the consequent effect on the competi- 
tive position of our export industries, and of the effect of our 
reduced imports of foodstuffs on the purchasing power of our 
principal primary producing markets for industrial goods. 
The same is true of certain industries which have obtained 
special protection from war conditions, and which represent 
vested interests that may have to be sacrificed later . They will 
not go down without a fight—of that we may rest assured. But 
n tackling these twin problems of tariff policy and foreign 
trade in the post-war period it is to be hoped that the wide 
issues of the national interest and national welfare will be 
kept in true focus, and that consideration for vested interests 
—however important they may be, and however great may 
have been their contribution during the war—will not be 
allowed to blur the picture. 
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The Banks After the War 


ROBABLY the most important issues affecting the status 
of the banks in the post-war world are closely bound up 
with 100 per cent. E.P.T. In the case of industry generally 

the tacit assumption seems to be that the removal of the tax 
will leave concerns with much the same relative earning power 
as before. It is true that physical capital will have been de- 
pleted by the effect of the tax in preventing the accumulation 
of sufficient reserves to permit the amortisation and replace- 
ment of assets on the basis of the higher prices now ruling. In 
the case of wasting assets industries even money capital will 
have been. But on the whole it seems to be assumed that it 
will be possible to regard the war period as an interlude in- 
volving no fundamental change in earning power, and by re- 
moving the tax permit industry to make a fresh start from 
scratch, as it were. 

In this respect, however, the banks provide precisely the 
converse case to the wasting assets industries; for even the 
peculiar variety of profitless inflation and non-inflationary 
credit expansion with which we are now becoming familiar in- 
volves an expansion in bank deposits and bank balance-sheet 
totals. Now, the common assumption is that an expansion in 
working capital is associated with some expansion in earnings. 
If this assumption were justified it would clearly be invidious 
simply to repeal 100 per cent. E.P.T. and leave the banks, in 
contrast: with all other industries, to enjoy the higher leve! of 
earnings resulting from a permanent expansion in assets. In 
such a position one may be sure that the inveterate political 
enemies of the banks, who can never understand that the banks 


are not a separate and sinister interest but the corporate repre- 


i 


sentatives of many hundreds of thousands of depositors, could 


reasonably demand some arrangement to reduce earnings to 
their pre-war level. This might take the form of special taxa- 
tion or possibly, for political motives, even the acquisition by 
the State of the residual equity in the banks. 

A great deal will therefore depend on whether the banks 


i 


are able to show that the expansion in deposits has not in fact 
brought any significant improvement in the earning position. 
After the first year of war, it will be recalled, the bank chair- 
men were unanimous in emphasising that it had not. During 


1940, however, one of the chief reasons was the heavy 
special expenditure demanded by A.R.P. in its widest 
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sense, which would include such measures as_ the 
duplication of accounts. Even without that special 
factor, as has previously been shown,* it still remains true 
that any expansion in deposits which is associated with a rise in 
prices implies some addition to costs; for even if the expansion 
is due only to an increase in the average balance, it follows 
that if prices generally are rising bank costs will also be rising. 
Substantial cost of living grants to staff were, in fact, already 
granted during 1940. 

Whether the additional costs will or will not absorb the 
whole of the earnings on the additional assets it is quite impos- 
sible to estimate a priori. The expansion of £579 millions in 
clearing bank deposits between August, 1939, and May, 1941, 
should have brought additional asset earnings (assuming 23 
per cent. on investments and 4 per cent. on advances) of around 
£5,730,000 per annum, or roughly 1 per cent. on the additional 
funds. Even if it were known whether this is more or less than 
the increase in costs, however, it would still be dangerous to 
jump to conclusions about the movement in true earnings, since 
the ascertainment of banking profits involves extensive allow- 
ances for contingencies which are more a matter of estimation 
than perhaps in any other industry. 

In this connection, the actual earnings experience of the 
banks during and after the last war is suggestive, even though 
the figures can provide no direct guidance on the present posi- 
tion. The data are summarised in the tables overleaf, derived 
from the “ Economist.” 

It will be seen that from 1914 to 1921, when credit expansion 
reached its peak, deposits more than doubled themselves from 
£896 millions to £1,961 millions, an increase of £1,065 millions, 
or 118 per cent. In contrast with the present position, when 
deposits are expanded primarily against deposit receipts carry- 
ing interest at only 13 per cent., the chief counterpart of this 
expansion was provided by the main earning assets, invest- 
ments and advances, which themselves earned considerably 
higher yields than at present. Moreover, margins between 
deposit rate and market rates moved substantially in the 
banks’ favour. Yet it will be seen that profits in 1921 showed 
an increase of only £4,620,000, or about 50 per cent., over 1914, 
while dividends distributed showed an increase of no more 
than £1,945,000, or 29 per cent. It is worth noting, incidentally, 
that an average return of only 2 per cent. on the additional 





See February issue, “ The ‘ Costless Credit’ Controversy.” 
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assets would have represented an addition to earnings of over 
£21 millions, which is at one and the same time striking evi- 
dence of the wartime increase in costs and a deterrent on any 
attempt to estimate profits from elementary calculations of asset 
earnings. 

One of the chief reasons for the disparity between earnings 
and dividends—which was even greater in 1920—was the neces- 
sity to provide for the sweeping depreciation in investments 
due to the slump in gilt-edged prices (Consols fell steadily from 
around 75 in 1914 to ground at 55 in 1916). The rise in interest 


ENGLISH JOINT-STOCK BANKS 


Capital Discounts 
and reserves Deposits Cash Investments and advances 

£m. £m. £m. £m. m. 

1914 .. ' 81.9 896 276 146 553 
1O26 - .. 92.9 1,583 481 347 835 
1919 .. 106.3 1,874 453 399 1,130 
1920 128.2 1,961 44S 369 1,263 
1921 . 129.1 1,975 439 375 1,280 
1922 .. ner 129.2 1,834 423 424 1,103 
1923. 129.0 1,822 414 404 1,117 
1924 .. ‘ee 132.1 1,813 438 361 1,132 

BANKING PROFITS AND THEIR DISTRIBUTION 
£000 
Investments Reserve Change in 
Profits Dividends depreciation funds carry-forward 

1914 ; 9,121 6,697 1,191 112 + 693 
1915 ; 9,829 6,288 3,648 20 — 7 
1916 : 10,735 5,938 4,406 18 + 
SORT. 11,678 5,916 224 3,354 +1,483 
1918 : 12,578 6,106 167 4,248 + 569 
1919 14,640 7,014 3,421 2,104 + 490 
1920 17,399 8,426 4,930 1,931 + 647 
1921 13,741 8,642 — 3,153 + 180 
1922 12,028 8,934 — 1,514 + 84 
1923 11,690 9,168 — 937 + 185 
1924 ... 13,023 9.456 —_ 1,338 - 1 


rates which helped current earnings exacted its toll through 
the falling value of security holdings. This is a factor which 
it may be hoped will not recur on this occasion. On _ the 
other hand, the’ banks, as in the last war, must be bear- 
ing very heavy expenses in increased salaries and allow- 
ances to members of the staff serving with the forces. 
And these will not be so readily defrayed out of asset 
earnings at present interest rates as in 1914-18, even 
if the bulk of any future credit expansion, now that 
liquid assets are already at a high ratio to deposits, 
takes place against 24 per cent. National War Bonds rather 
than Treasury deposit receipts. Thus it would still be prema- 
ture to jump to conclusions as to the eventual effects of credit 
expansion on the position of the banks. 
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Duties of Paying and Collecting 
Banker Under the Defence 
Regulations 


By C. Jj. Shimmins 


HE fundamental relationship of banker and customer has 
been considerably altered, as has been pointed out in 
THE BaNKER,* under the Defence (Finance) Regulations. 
The duty of the paying banker to honour his customers’ 
cheques provided only that the mandate is in proper form has 
been greatly qualified by recent statutory orders implementing 
the system of exchange control in this country. For instance, 
the paying banker cannot honour his resident customer’s 
cheques, when it is evident from a cheque that the payee is a 
non-resident of the “sterling area,” unless the approval of an 
exchange control authority has been received. On the other 
hand, where a banker receives cheques for the credit of a cus- 
tomer who is a non-resident, it is the duty of the collecting 
banker to verify that the transaction has the approval of an 
exchange control authority. In either case the proper authority 
may be the paying or collecting bank, but in the majority of 
transactions now the approval of the exchange control office of 
the Bank of England is required. 

In the early stages of exchange control the system was quite 
simple. The collecting banker stamped all sterling cheques 
received for the credit of non-residents, “ Received for the 
credit of a Foreign Account,” and the paying banker required 
an approved Form E 1 before payment, although in many cases 
the paying banker endorsed the cheque to the effect that Form 
E 1 had been lodged and approved. With the introduction of 
registered, special, Central American, and sterling area 
accounts the system has become more complicated and the 
markings on cheques more varied. 

The paying banker may find that a cheque drawn on him 
is on an enemy account.} 

In such cases the cheque should be returned with the 
answer “ Payment withheld by the Trading with the Enemy 


* See “Banker, Customer, and the Exchange Regulations,’ Tuer 
BANKER, February, 1940. +See footnote overleaf. 
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Act, 1939.” Again, the paying banker may find that a cheque 
is presented bearing an “enemy” endorsement, e.g., a firm 
black-listed by the Board of Trade. In these circumstances, or 
where there is any doubt as to the status of the payee, the 
cheque should be returned with the answer, “ Proof is required 
that no enemy or enemies of His Britannic Majesty has any 
present or future interest in this document.” 


THE COLLECTING BANKER. 

The bank crediting the account of a non-resident is respon- 
sible for placing the correct marking stamp on the cheque. The 
actual wording of the marking will vary according to the type 
of non-resident. account as follows:— 

A Registered Account, i.e., one opened with the consent 
of the Bank of England in the name of banks (or in approved 
cases of firms) resident in the United States or Switzerland. 
Ali approved sterling transfers to residents in these countries 
must be passed through a registered account. When a collect- 
ing banker receives a cheque or similar instrument (e.g., a 
Bankers’ Payment) for credit of these accounts, he must mark 
the cheque, “ Received for credit of a United States/Swiss 
Registered Account.” A register is kept at the Bank of Eng- 
land, and each account is given a number, which must be 
quoted on all forms, and presumably cheques. Only certain 
debits and credits are allowed on these accounts :— 

Credits.—(a) Sale of dollars or Swiss francs to the Control. 

(b) Transfer from another registered account of same 
country. 

(c) Other credits, i.e., transfers from residents in the sterling 
area on Form A 3. 

Debits—(d) Payments (including payments for exports) to 
:esidents of the sterling area. 

(e) Transfer to another registered account of the same 
country. 





i.e., Mainly an account of a resident in the following countries (ex- 
cluding British prisoners of war):—Germany within the boundaries of 
the Treaty of Versailles (including the Saar region) and the territories 
ceded to Germany as a result of the Munich Agreement, 1938, Austria 
according to the boundaries of St. Germain-en-Laye, the Protectorate 
of Bohemia and Moravia, Slovakia, Memel, Danzig, those parts of 
Poland which at January 1, 1940, were in German occupation, Denmark, 
Norway, the Netherlands, Grand Duchy of Luxembourg, Belgium, Italy, 
Albania, Italian Colonies and Possessions, France, Corsica, Algeria, 
French Morocco, Tunisia, French Somaliland, the Channel Islands, 
Roumania, Bulgaria, Yugo Slavia, Greece, Syria and the Lebanon, and 
Hungary. 
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(f) Purchase of dollars or Swiss francs from the Control. 

(g) Payments made with the special permission of the 
Control. 

A monthly statement is rendered to the Bank of England of 
all registered accounts, indicating under which of the above 
headings (simply quoting (a) or (b), etc.) each transaction falls. 

2. A Special Account, i.e., one opened with the previous con- 
sent of the Bank of Engiand in the names of banks resident in 
one of those countries with which the United Kingdom has 
entered into a trade agreement establishing clearing machinery 
to compensate the payments between them and the sterling 
area.t 

All approved sterling payments by residents in the sterling 
area to residents in these countries must be passed through 
special accounts. A statement of the balance of each special 
account as at close of business on the last day of each month 
must be sent to the Trade and Payments Section, Bank of Eng- 
land, within ten days. This return must also state: — 

(a) Where there is a debit balance on a Special Account 
—a footnote indicating the overdraft limit approved by the 
Bank of England. 

(b) Where the Bank of England have sanctioned advances 
against collateral—the total amount advanced and still out- 
standing at the end of the month, and the amount of unavailed 
facilities. Should no advances be outstanding, this should be 
stated. As in the case of registered accounts, only certain 
debits and credits are allowed in special accounts as follows:— 

Credits.—All sterling payments by residents in the sterling 
area to residents in the above countries, and transfers from 
another special account of the same country. In all cases there 
must be prior authorisation on Form A 1 (for imports) and 
Form A 2 for other transactions. 

Debits.—Payments may be made only to residents of the 
sterling area. Transfers between special accounts of the same 
country may be made without formality, but in no circum- 
stances may transfers be made from special accounts to exist- 
ing or “ free” sterling accounts. 

The collecting banker will mark all cheques “ Received for 
credit of a (name of country) Special Account.” 

3. Sterling Area Account, i.e., one opened by a resident in 





t At present these “ special account ” countries are Sweden, Portugal 
and Portuguese Empire, Peru, Uruguay, Bolivia, Argentina, Brazil, Chile, 
rurkey, Spain, and Paraguay. 
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the United States, Switzerland, and the countries mentioned 
under “Special Accounts” other than Sweden and Turkey. 
These accounts, which are of a personal nature, can be used 
only for special purposes given in F.E. 78 and 122. The effect 
is that no authorisation from the Exchange Control is neces- 
sary before crediting such accounts, but any payments out of 
these accounts to non-residents require the completion and 
approval of the appropriate form. Permitted debits and credits 
are as follow: — 

Credits——(a) Amounts received from residents in the ster- 
ling area in respect of salaries, pensions, income on securities 
payable in sterling, rents and mortgage interest on property 
within the sterling area in the ownership of the account holder, 
British Government annuities, sterling annuities granted by in- 
surance companies prior to the outbreak of war, proceeds of 
insurance policies, bank and building society interest. 

(b) Amounts transferred from a special or registered 
account of the country or residence of the account holder. 

(c) Distribution to beneficiaries of interests, dividends, rents, 
and similar income on capital of trusts set up prior to Septem- 
ber 3, 1939. Transfers of trust capital are excluded. 

(d) Repayment of United Kingdom income tax in respect of 
credits permitted under the above. 

Debits.—(a) Amounts due to residents of the sterling area 
for insurance premia on personal policies, payments to depend- 
ents residing in the sterling area, school fees, expenses (includ- 
ing insurance premia) arising out of the ownership of property 
in the sterling area by the account holder, charitable donations, 
club subscriptions, rent for a residence maintained for the use 
of the account holder or his family. 

(b) Transfers to a special account of the country of resi- 
dence of the account holder may be permitted on completion ot 
Form A2, but no transfer from the sterling area account of an 
individual resident in a special account country may be made 
to any other sterling area account. 

(c) Transfers from sterling area account to Registered 
accounts may only be made if the prior permission of the Bank 
of England has been obtained on Form A3. 

(d) The following debits are also allowed: bank charges, 
subscriptions to newspapers and periodicals. 

The collecting banker does not mark cheques credited to 
sterling area accounts in any particular manner, but sometimes 
the paying banker receiving a cheque drawn on a sterling area 





oned 
‘key 
used 
ffect 
2CeS- 
it of 
and 
-dits 


ster- 
ities 
erty 


rea 
nd- 
ud- 
rty 
ns, 
use 


»si- 
or 


ide 


ed 
nk 


Bs, 





COLLECTING BANKER 29 





account is in doubt whether the payment comes within the per- 
mitted categories. In such circurmstances, the cheque should 
be debited to a “ suspense account” and an assurance obtained 
from the collecting banker that the payment does not contra- 
vene F.E. 78 and 122. Where the monthly turnover on the 
credit side of the account is £200 or over, a return must be 
sent to the Bank of England monthly stating the amounts 
credited and debited under F.E. 78 and 122, amounts debited or 
credited with the consent of the Bank of England, the balance 
of the account, and a declaration by the banker that the 
“sterling area account” has been operated strictly in accord- 
ance with terms of the Bank of England’s Foreign Exchange 
Circulars F.E. 78 and 122. 

(4) A Central American account, i.e., one opened in the 
names of residents of any of the following countries—Costa 
Rica, Cuba, Dominican Republic, Ecuador, Guatemala, Haiti, 
Honduras, Mexico, Nicaragua, Panama (excluding the Canal 
Zone), Salvador, and Venezuela. A Central American account 
may be opened in the name of any person, firm, or company 
resident in any of these twelve countries without the prior 
permission of the Bank of England. At the beginning of each 
month a return must be furnished to the Bank of England 
giving details of the names of the account holders, the country 
of residence (or, in the case of a business concern, the country 
or countries in which it is established) of all Central American 
accounts opened during the preceding month. Sterling area 
accounts cannot be opened for residents in these countries 
Permitted debits and credits are as follows:— 

Credits——(a) Sterling sums transferred from the account of 
a resident in the sterling area with permission on Form A 1, 
A 2, or the local equivalent. 

(b) Sterling transferred from the existing “old” or “ free 
sterling” account of a resident in any of the above twelve 
countries. 

(c) Sterling transferred from another Central American 
account, the holder of which is resident in any of the above- 
mentioned countries 

(d) Sterling proceeds of U.S. dollars sold to an authorised 
dealer. 

(e) All other credits require the sanction of the Control. 

Debits ——(a) Any payment, including payment for exports 
from the sterling area, due to a resident in the sterling area. 
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(b) A transfer to another Central American account. 

(c) Other payments to persons outside the sterling area 
must be authorised by the Control, and transfers from these 
accounts to “old” or “free sterling” accounts of residents in 
these countries are debarred. 

It will be observed that the procedure is somewhat similar 
to the operation of special accounts, but it will be noted that 
transfers may be made between the accounts of any of the 
‘ountries forming the Central American group, a privilege that 
s not accorded to special accounts. The system of marking 

heques is similar to that already explained for ‘“ Special 
iccounts,”’ with the substitution of the words “Central 
American Account ” for * (Name of Country) Special Account.” 

(5) An account of a person resident in one of the countries 
pecified in F.E. 76 (not being a registered Central American 
or special account), namely, Canada, Newfoundland, Nether- 
lands East and West Indies. In these cases the collecting 
banker will stamp cheques received for credit of residents in 
these countries, “ Received for credit of a (insert name of 
country) account.” As in the case of other non-resident 
accounts, certain debits and credits are only allowed, these 
being: 

Credits—From residents in the sterling area with permission 
m Form El (or local equivalent), or from residents in the same 
ountry or territories. 

Debits—In case of Canada and Newfoundland for 
payments to _ residents in sterling area, Canada _ or 
Newfoundland. In addition, payments may be made by 
Canadian authorised banks to United States registered 
accounts in respect of merchandise of sterling area origin im- 
ported from the United States to Canada or Newfoundland. 
Permission is also given, without reference to the Bank of Eng- 
land, to debit the sterling accounts of residents in Canada or 


—4 


Newfoundland, with certain payments to the registered, special, 
or ordinary sterling accounts of persons resident outside the 
sterling area, provided the approval of the Canadian Foreign 
Exchange Board is given. Bankers in the United Kingdom 
may act on these instructions, provided the Canadian authori- 
ised bank certifies that the payment is “ eligible for credit to a 
(name of country) registered, special, or ordinary account.” 
The paying banker will complete the usual Form A3, A2, or El, 
and certify: 


rm 


(a) The sterling payment is being debited to the 
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account of a Canadian authorised bank or resident in Canada 
or Newfoundland. 

(b) That payment has been duly authenticated as eligible 
for credit to the account to which the transfer is being made 

In the case of the other countries mentioned, debits may be 
made for payments to residents of the sterling area and to other 
residents in the same territories. 

(6) Any remaining non-resident accounts, e.g., China, fall 
under the head “ Other Countries” in F.E.76. Credits to the 
accounts of residents in these areas are allowed from residents 
in the sterling area with permission on Form E1, or its local 
equivalent, and from any non-resident other than a resident 
from the countries mentioned under (5). There are no restric- 
tions on debits, except that certain non-residents are precluded 
from receiving sterling, e.g., residents in the countries men- 
tioned under (5). The collecting banker will stamp all cheques 
received for the credit of these accounts “ Received for the 
credit of a Foreign Account.” 


THE PAYING BANKER 


It has already been explained that the collecting banker is 
liable to disclose the type of non-resident account which has 
been credited with cheques and similar payments. When a pay- 
ing banker receives a cheque bearing any of the above mark- 
ings, and the cheques are drawn on the account of a resident 
of the sterling area, before payment can be made, that bank 
must obtain and have approved Form Al, A2, A3, or El— 
depending on the type of account to which the payment is . 
being made. The following are the forms required:— 

(1) “ Received for credit of a Registered Account ’—Form 
A3. 

(2) “Received for credit of a Special Account ”—Form Al 
for imports and Form A2 for all other cases. 

(3) No form is required for payment of cheques drawn on 
sterling area accounts, but as these debits can only be made 
for specific purposes the paying banker frequently asks for an 
assurance that the payment, being for a sterling area account, 
does not contravene F.E.78 and 122. 

(4) “ Received for credit of a Central American Account” 
—Form Al for imports and Form A2 for other cases. 

(5) “ Received for credit of one of the countries specified 
under (5) above ”—Form El. 

(6) “ Received for credit of a Foreign Account ’"—Form E11. 














THE BANKER 


In many cases the collecting banker will already have 
marked the cheques to the effect that the appropriate form 
has been lodged and approved, or the paying banker may have 
endorsed the cheque to the effect that the appropriate form 
has been lodged and approved before the cheque is sent to the 








payee. Where the paying banker is not in a position to pay | 


the cheque because the form is not available, the cheque 

should be returned with the answer, “ Form E1 (or other form, 

as the case may be) applied for; please re-present.” 
DIVIDEND AND INTEREST WARRANTS. 

The foregoing explanations relate to cheques and bankers’ 
payments. In the case of dividend and other interest warrants, 
the authorities permit the use of globular declarations, instead 
of the separate forms which each bank would in the ordinary 


course have to complete. The substitutes for the Forms A3, | 


A2, or El are lodged in the first week of each month at the 


Bank of England, and should state the amount distributed to | 


non-residents’ accounts, i.e., registered, special, Central 
American, and ordinary sterling accounts in a bank’s own books 
for the preceding month in respect of the following:— 

(a) Coupons payable in sterling. 

(b) Warrants, drafts, etc., in respect of interest, and divi- 
dends on securities payable in sterling. 

(c) Sterling payments on British Government annuities. 

(d) Sterling payments claimed on securities held in United 
Kingdom “ Market Names.” 

(e) Sterling proceeds of coupons, dividend, or drawn bonds 
payable in a currency other than sterling which have been 
negotiated or collected for non-residents. 

The substitute form includes a declaration that Form A is 
held in respect of items received for collection and negotiation 
from countries outside the sterling area, and, in addition, that 
Form B is held covering items received from United States and 
Switzerland and credited to United States or Swiss Registered 
or sterling area accounts of residents in these countries. None 
of these declarations is required when a banker is crediting 
the account of a non-resident customer with the proceeds of 
coupons collected from bonds held in the United Kingdom, or 
with interest or dividend warrants received by bankers direct 
from Company Registrars in United Kingdom. In the case of 
those dividends posted by Registrars to addresses outside the 
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sterling area, or returned to United Kingdom for the credit of 
registered, special or ordinary sterling accounts, the collecting 
banker should stamp the warrant, “ Received for the credit of 
Re ied si Account,” but the collecting banker will not include 
these items in the monthly substitute form. The paying banker 
must mark on the schedules lodged by the Registrar the nature 
of the accounts for which the warrants were collected, and 
must complete each month from the schedules, the necessary 
Form A3, A2, or El. If an amount is credited to a non-resident 
account in the books of the paying banker, the amount will be 
included in the substitute form. In the case of a dividend 
warrant received from Registrars in one amount for splitting 
and crediting to non-residents accounts, or received under 
mandate given by the shareholder to the company, or in respect 
of holdings in names of the Bank’s Nominee Company on 
behalf of non-residents, the collecting banker will include the 
items in the substitute form. 

Any of the above items may be credited to sterling area 
accounts without formality, except coupons received from 
United States or Switzerland, when Forms A and B will be 
required by the collecting banker. When a bank is presenting 
to the paying agent coupons which proceeds will be credited 
to a non-resident account, it is necessary to file a written state- 
ment to the effect that a substitute will be lodged for the neces- 
sary Forms A3, A2, or El, with the Bank of England in respect 
of the proceeds of such coupons. 


BLOCKED STERLING. 


Blocked accounts have arisen through the freezing of cer- 
tain capital payments in sterling, e.g., sterling proceeds of 
securities in the name of non-residents drawn for repayment, 
or legacies and other similar payments (this does not mean 
that all such payments are blocked). Application is made to 
the Bank of England by the paying banker in the usual manner 
by the completion of the appropriate form, and the Bank of 
England may then direct that payment be made to blocked 
sterling only, the words, “Payment to Blocked Sterling 
Account only” being stamped in large letters. The paying 
banker must then advise his customer that payment may be 
made either by: (a) a Bankers’ Payment marked “ Payable to a 
Blocked Sterling Account of ............ only,” or (b) a crossed 
cheque or warrant drawn in favour of the beneficiary and 
marked with the words “ Payable to Blocked Sterling Account 
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of payee only.” The collecting banker must stamp cheques, 
warrants, drafts, etc., so marked “Received for credit of Blocked 
Sterling Account at ......... re ee Branch ” 
before the cheque is presented for payment. It is the duty of 
the paying banker to refuse payment unless the cheque is 
marked in this manner and he is in possession of the 
appropriate form approved by the Bank of England for pay- 
ment to a Blocked Sterling Account. After payment has been 
made the paying banker must endorse the form on the back 
‘Payment made to Blocked Sterling Account at ......... Bank 
......... Branch,” noting that the collecting bank is on the list of 
approved banks. The form is then sent to the Bank of England. 

Crossed cheques or warrants marked “ Payable to Blocked 
Sterling Account of Payee Only,” received for credit direct 
from customers residing outside the sterling area should be 
accompanied by Declaration Forms A and B (the latter where 
the documents are received from the United States or Switzer- 
land), these declarations relating to the Trading with the 
Enemy Act, 1939. The cheques may not be collected until 
these forms are received 

The banks authorised to hold blocked sterling accounts 
must make a quarterly return to the Bank of England (end of 
January, April, July, and October), stating : — 

(1) The total balances standing to the credit of blocked 
sterling accounts opened under the Regulations. 

(2) The total new credits during the period covered by the 
return 

(3) The total funds debited in respect of the purchases of 
any of the approved securities. 

(4) The total funds, if any, dealt with in other ways with 
the approval of the Bank of England. 

Permission has also been granted to open “ global blocked 
sterling accounts” in the names of certain banks. 

In the case of capital repayments in respect of any regis- 
tered or inscribed securities, or drawn or matured bearer 
bonds, in the name of non-residents, company Registrars and 
Secretaries must follow the procedure outlined in the Bank oi 
England’s Notice to Registrars and Company Secretaries, dated 
November 23, 1940. 

The position of “ old” or “ free” non-resident accounts, that 
is, the ordinary sterling non-resident accounts of residents in 
registered, special, and Central American countries, will be 


discussed in a later article 








































‘pomneteeng a 


oo 








1€S, 


<ed 


- oO 
ona) 


~ 
w 


the 


en 


ct 


re 
2Y- 
he 
til 


THE BANKER 








The Banker and the Parliamentary 


Draughtsman 

By F. R. Ryder 
XAMINATION of Acts of Parliament has become of recent 
years an increasingly necessary duty of the efficient prac- 
tical banker. The preponderance of legislation over pre- 
cedent as a source of English law dates from the latter part of 
the nineteenth century, when much of the existing Common Law 
was codified. Parliamentary enactments were used for remov- 
ing archaic fictions which were restraining and complicating the 
growth of the Law, as well as for the introduction of changes 
One of the foremost of the arguments for legislation as against 
case law is that of clarity. Unfortunately, much of the recent 
wartime legislation seems to have been drafted without any 
regard at all for its effect on bankers, and in this respect is 

extremely difficult to interpret. 

It is obvious that, owing to its ubiquitous nature, 
the business of banking demands specific consideration 
in a great many Acts of Parliament. In peacetime 
this due consideration of the bankers’ problems was 
often given and appropriate provisions incorporated. For 
example, most students of banking will be familiar with 
the clause(') that enables banks to lend by way of overdraft 
against real or leasehold property. But for this clause advances 
o secured would have to be by way of loan, because a search 
at the Land Charges Registry would be necessary every time an 
additional sum was lent, in order to see that priority was main- 
tained. Now contrast the loose drafting of some other recent 
measures. The Statute of Limitations, 1940, although it did not 
come into operation until July 1, 1940, was at its time of concep- 
tion and its passage through the House of Commons a peacetime 
enactment. Yet this Act makes no provision for unclaimed 
credit balances in bankers’ books. As the law stands, these 
evidence, be required from a banker 


being due until demanded 
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(1) Law of Property Act, 1925, S. 94 
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Again, there is the doubtful position relating to the stamping 
of several equitable mortgages securing the one account 
which was brought to light by the case of In Re Waterhouse’s 
Policy.(2) In no subsequent Finance Act, however, has there 
been an attempt to clarify the enigmatic Section 88 of the 
Stamp Act. It is also difficult to believe that a practical banker 
was at the side of—or even in the mind of—the draughtsman 
when Sections 45 and 46 of the Bankruptcy Act were included 
in the original Bill. Probably the application of these two 
sections causes branch managers more difficulty than any 
others. 

Although these are not the only pre-war instances that may 
be quoted, they are sporadic and few in proportion to the 
examples since September, 1939. To judge from the following 
examples taken mainly from Emergency Legislation, there 
appear to be two particular features of the banker-customer 
contract to which the Parliamentary draughtsmen seem to 
have been oblivious. They are, firstly, that a banker has a run- 
ning balance with his customer, changing in many cases from 
day to day; and, secondly, that a considerable number of 
accounts are secured by deeds, shares or life policies deposited 
by third parties, without the depositor being liable personally. 

On the former difficulty—that of the fluctuating balance— 
there is an illustration in the Courts (Emergency Powers) Act, 
1939. The proviso to subsection 2 of Section 1 excludes from the 
necessity of obtaining leave of the court, remedies resulting 
upon any default in the payment of a debt or the performance 
of an obligation arising by virtue of a contract made after the 
commencement of the Act (September 3, 1939). Regard to the 
working of a bank overdraft would have immediately brought 
to mind the difficult position of a facility granted some time 
previously but not being utilised on September 3, 1939. As 
mentioned in an article at the time in this journal, the logical 
conclusion is that subsequent borrowing upon that account is 
part of the pre-war contract, and that no remedy could be 
exercised without leave of the court. Yet it is highly improb- 
able that this was the intention. Again, by Section 21 of the 
War Damage Act, the contribution of a mortgagee is based 
upon the proportion of the debt outstanding on January 1 
of the year concerned. Familiarity with the appearance 
of a banker’s ledgers would have indicated the neces- 
sity for the contribution to be ascertained instead by reference 





(2) 1937 2 A.E.R. 91 
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to the average annual balance. For, unlike Building Society 
borrowers, many customers of banks who obtain assistance 
when purchasing a house, merge the sum borrowed into 
their fluctuating overdraft used for business purposes. Even 
if the advance is taken by way of loan, the position is unaltered, 
for the amount secured at the stated date by the customer is 
the net amount of the loan after deduction of a credit balance 
on a current account. 

Turning to the question of the depositor of collateral 
security, there immediately comes to mind the recent case of 
Re National Provincial Bank, Ltd., 1941 (1 A.E.R. 97), in which 
the bank desired leave to realise property mortgaged to it by 
a customer to secure his daughter’s account. The commence- 
ment of the case is itself quixotic. In the words of Mr. Justice 
Farwell, “having applied for leave they (the Bank) are now 
coming to the Court and saying that they do not in fact require 
any Jeave in this case... .” In this instance it was decided 
that leave was not necessary because there was no personal 
liability upon the mortgagor. The more important issue, how- 
ever, is the hopeless dilemma of the bank as indicated by the 
following brief quotation from the judgment. Having earlier 
stated that the Act may have been intended to provide relief 
to the collateral mortgagor (the father), but that it contained 
no provision to that effect, the judge concluded thus: “If the 
mortgagees choose to proceed to exercise their remedies 
against the property itself and if it turns out afterwards that 
they ought to have got leave as against Mrs. Milburn (the 
customer)—as to which I express no view whatever—that will 
be at their peril,(°) and Liddiard (the mortgagor) may have a 
remedy. So far as this particular summons is concerned I can 
do nothing more than dismiss it on the ground that no leave is 
provided for by the Act itself.” 

There are other examples which have not as yet incurred 
the judicial notice that seems inevitable. In particular, there is 
the definition in the War Damage Act of a mortgage for which 
a share of the contribution in respect of the property is payable 
by a mortgagee. As was made apparent in the Committee of 
the House of Commons, it was intended that the definition be 
limited to mortgages of a Building Society type. Yet, in addi- 
tion to the instance already quoted in connection with the 
borrowing by way of overdraft, merged with a general account 





(8) Morton J. has since held that there is no danger to the Bank 
(Re Midland Bank’s Application and Franklin, 1941 1 A.E.R. 97). 
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for the purpose of house purchase, the definition(*)—which has 
already evoked criticism from bankers—covers the instance 
where an owner of a house subject to a Building Society mort- 
gage wishes to borrow from his bank, who pay off the 
Building Society rather than make a second charge on the 
property. 

It is admittedly true that the banks do not appear as parties 
to many legal actions considering their size. As is well known, 
however, banks are reluctant to carry cases to open court, lest 
the public gain the impression that a particular bank is 
unduly contentious. This being so, it is all the more desirable 
that legislation should be so drafted as to make the bankers’ 
position clear without endless litigation. The unique implied 
contract (ably expounded by Atkin, L. J., in Joachimson v. 
Swiss Bank (supra)) of banker and customer deserves specific 
attention by all Parliamentary draughtsmen dealing with com- 
mercial matters. Before the War Damage Bill attained statu- 
tory form it had the benefit of the criticism of the Council of 
the Law Society. These men were not only versed in substan- 
tive property law, but were practised conveyancers and 
familiar with the practical applications likely to be involved in 
their sphere of daily activities. In addition, the joint com- 
mittee of the Associated British Chambers of Commerce were 
also consulted. It would be interesting to learn whether that 
body contained anyone familiar with the practical implications 
of banking law. 

Contact between the Government and the banks has be- 
come closer during the last ten years, and co-operation in the 
drafting of legislation—the machinery by which the Govern- 
ment directs—could not be other than beneficial to both parties. 
To post-war reconstruction, such co-operation would seem al- 
most a necessity. If the appropriate department of Parliamen- 
tary Counsel contained only one cr two men conversant with 
practical banking problems this would help to avoid the only 
too justifiable complaints which have been increasingly heard 
since the spate of Emergency Legislation began. 





(4) Namely, “a mortgage of the interest of a direct or indirect con- 
tributor which was created on the occasion of, and in connection 
with, the acquisition of that interest by the contributor or pre- 
decessor in title of his, or on the occasion of and in connection with, 
the execution of any works of construction or improvement for the 
benefit of the contributory property or was substituted for a mortgage 
so created.” There are further limitations not pertinent to the 
illustration. 
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The Liabilities Adjustment Act 


HE Liabilities (War-Time Adjustment) Act, 1941, came 
into operation on July 1, 1941. In its preamble it is 
stated to be “An Act to provide for the arrangement 

or the adjustment and settlement of the affairs of persons 
financially affected by war circumstances .. .,” which object it 
achieves by means of protective machinery designed to provide 
impartial advice and to avoid such drastic and stigmatising 
procedure as bankruptcy. Section 21 (1) is definite in this last 
intention: “Nothing done or suffered by any person under, or 
for the purpose of taking advantage of, any provisions of this 
Part of this Act shall be deemed to be an act of bankruptcy, and 
nothing so done or suffered shall disqualify any person from 
any office for which he would be disqualified under any enact- 
ment (including an enactment in a local Act) by bankruptcy 
or by entering into any composition or arrangement with his 
creditors.” That many people during a war find themselves 
for no fault of their own in such difficulties that bankruptcy 
finally becomes inevitable needs no emphasis. War, parti- 
cularly such as that in which we are now engaged, creates such 
interference with the freedom of people to live and trade (not 
to mention its insistent demand for taxation) that the dividing 
line between solvency and insolvency can only too easily be 
crossed. 

Much as one may feel perturbed at any trespassing on the 
sanctity of contract, there is no doubt that a measure such as 
this was necessary. Everyone is in this war more or less and 
all of us must pay in various ways for the trouble its causes. 
So that it may not be regarded as unreasonable for a debtor’s 
creditors to bear part of the burden placed on him by circum. 
stances and conditions quite beyond his control. 

The state of affairs visualised by the Act is indicated in 
s.3(1), which entitles a debtor or his creditor to apply to the 
Court for the adjustment and settlement of the debtor’s affairs 
where, “ owing to war circumstances,” he is 

(a) unable to pay his accrued debts or will be unable after 
doing so to meet, as they fall due, any future liabilities in 
respect of obligations already incurred; or is 

(b) in such a position that if he were required to pay his 
accrued debts and to meet, as they fall due, any such future 


liabilities as aforesaid, he would have no reasonable prospect of 
D2 
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preserving or recovering his business, or would otherwise lose 
his means of livelihood. 

But there is an earlier remedy, for the Act provides for 
assistance in two ways. Firstly, a debtor ‘“ who is in serious 
financial difficulties owing to war circumstances” is encour- 
aged to come to an agreement with his creditors through the 
mediation and by means of the “ advice and assistance” of a 
“liabilities adjustment officer,” “in enabling him (the debtor) 
to arrive at an equitable and reasonable scheme of arrangement 
with his creditors and, in particular, at such a scheme of 
arrangement as will enable him, if he carries on a business 
or would, but for war circumstances, carry on a business, to 
preserve that business or to recover it when circumstances 
permit” (s.1). 

If a voluntary arrangement should prove impossible of 
achievement then, as already stated, the debtor or a creditor 
may apply to the Court under s. 3, and if a prima facie case 
is made out the Court may make a “ protection order,” the 
effect of which is to stay, and to prohibit the prosecution of, 
any proceedings against the debtor or his property except on 
such terms as the Court thinks fit; also to prohibit the com- 
mencement of any such proceedings. 

Throughout the Act the Court is given the widest discretion 
—which was inevitable if all cases were adequately to be dealt 
with. Such safeguards as are necessary, therefore, must be 
found mainly in the proper exercise of that discretion, and it 
will probably be found that the Act will work smoothly with- 
out undue hardship, taking all interests into consideration. 
Although one of the purposes of the Act is to avoid bankruptcy, 
yet, if the debtor is already involved (if, i.e., a receiving order 
has been made against the debtor and the proceedings not 
stayed under s.1 (5) of the Courts (Emergency Powers) Act, 
1939, or under this part of this Act), the Court is not permitted 
to entertain an application under this Act. 

For a scheme of arrangement to be approved by a liabilities 
adjustment officer it must be assented to by the debtor and a 
majority in number and value of the creditors whose debts 
have been proved and must be registered in a manner to be 
laid down in Rules not yet formulated. The Deeds of Arrange- 
ment Act, 1914, shall not apply. Dissenting creditors may 
appeal against the scheme. 

As regards the equitable treatment of the debtor, his family 
and his creditors, the Act follows closely the provisions laid 
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down in the Bankruptcy Rules, and there is no point in stress- 
ing here this aspect of the subject. 


Secured Creditors 


The provisions which most obviously affect bankers are to 
be found in ss. 7 and 18. The former indicates the course 
which secured creditors may take. It differs in no way from 
the procedure open to them under the Bankruptcy Rules. By 
s.7 (1) they may: 

(a) realise the security (providing, presumably, that this 
is permitted under the Courts (Emergency Powers) Act, 1939) 
and prove for the balance of the debt, if any; 

(b) surrender the security and prove for the whole debt; 

(c) value the security and prove for the balance, if any. 

By sub.-s. (2) the value of a security is limited to the 
amount of the debt; but where any valuation is made in lieu of 
realisation or surrender it may be amended during any time 
in which the security is not permitted to be realised. And if 
realisation takes place before an order of discharge from the 
scheme is made its value shall be deemed to be the net amount 
realised. 


Sureties 


Section 18, as it stood, seemed open to criticism, but it was 
amended in Committee. It read: 

“Where a liabilities adjustment order or a scheme of 
arrangement approved under this Part of this Act varies the 
liabilities of a debtor under any lease, mortgage, or contract 
other than a hire-purchase agreement, the liabilities of any 
other person under that lease, mortgage, or contract, whether 
as a person jointly bound with him, or as a surety or a person 
in the nature of a surety for him, shall be correspondingly 
varied.” 

This would seem to mean that where a principal debtor’s 
liabilities are reduced under an order or scheme approved 
under the Act, the liabilities of a surety for that debtor are 
similarly affected, for a guarantee is, and a collateral charge 
over security may be, a contract. It is not necessarily a con- 
tract to which the debtor is a party, but the last part of the 
section would seem to rope in a guarantor or surety. That this 
was not the intention of the section would appear from sub-s. 
(2) of the Bill: 

“Save as aforesaid, the making of a liabilities adjust- 
ment order or the approving of a scheme of arrangement 
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under this Part of this Act shall not affect the liabilities of any 
such person (surety), nor shall an order of discharge release 
him from those liabilities.” 
In final form the Section varies the liabilities wnder a lease 
or mortgage of any surety or person jointly bound with a 
debtor, where the latter’s obligations are varied as a result 
of this Statute. From the point of view of bankers, therefore, 
the doubt is removed. 


Partnerships and Companies 


By ss. 14 and 15 the Act is made applicable to partnerships 
and private limited companies. A liabilities adjustment order 
may be made in respect of a partner without affecting the firm 
or his position as a partner in the firm; and no proceedings 
under the Act, nothing done or suffered by the debtor, may be 
used as a ground for dissolving the partnership—though the 
terms of the contract of partnership are not otherwise affected. 
If the firm itself is in such difficulties that the Act is called into 
operation, the principle on which the provisions of the Bank- 
ruptcy Act, 1914, are based applies so far as concerns joint and 
separate debts and estates—that is to say, the firm debts and 
assets and those of the partners in their individual capacities. 

As for companies, which must be companies “ the principal 
object of which is to carry on a business for profit,” an applica- 
tion under the Act can only follow a special resolution of the 
company as defined in the Companies Act, 1929. The same 
rules apply, generally speaking, to a company as to an indi- 
vidual, mutatis mutandis; that is, references to the bankruptcy 
rules shall be construed as references to winding-up. 


Hire-Purchase Agreements 

As has been said above, the Court has in s. 6 the widest 
powers of varying the terms of leases and other contracts. It 
may be as well here to mention particularly sub.-s. (3) which 
empowers the Court to vest in a debtor goods in his possession 
under a hire-purchase agreement, where the debtor has paid 
a sum equalling the value of the goods at the date of the lia- 
bilities adjustment order. Such vesting may be immediate or 
to take effect after the payment of such further sums as the 
liabilities adjustment order may prescribe. The person who let 
the goods may prove for the unpaid balance but has no other 
remedy. 

It is hard to say how this will affect loans, to finance houses 
engaged in hire-purchase finance, against assignments of hire- 
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purchase contracts. In so far as the security is dependent on 
the goods which form the basis of the whole transaction then 
the value of the security is bound to be reduced, but it is prob- 
able that in bulk the outstanding payments under hire-pur- 
chase agreements—the subject of security for lending by banks 
—is not great and that loans of this type themselves have been 
considerably reduced. 


Courts (Emergency Powers) 


Part Il. of the Act is very brief and relates solely to the 
Courts (Emergency Powers) Acts (1939 and 1940) and the Pos- 
session of Mortgaged Land (Emergency Powers) Act, 1939, all 
of which it extends. The former, it will be remembered, pro- 
hibit the taking of certain remedies without the consent of the 
Court, or the execution of any judgment or order, in respect of 
a judgment or order or a contract given, made or entered into 
before the commencement of the 1939 Act, in circumstances 
directly or indirectly attributable to the war (any war in which 
His Majesty may be engaged), which have rendered the person 
liable to satisfy the judgment or order or to perform the obli- 
gation unable to do so. 

Section 25 (2) of the Act is to much the same effect, but 
extends the prohibition to cases arising from contracts made 
after the commencement of the parent Act. Section 25 (1), 
however, relates, in particular, to the recovery of a debt or of 
the possession of land or the delivery of any property other 
than land, where the debt has become due; the land is the sub- 
ject of a lease, tenancy or mortgage entered into; the delivery 
is in respect of default under a contract, made, after the com- 
mencement of the principal Act. The defendant has to satisfy 
the Court that his inability to pay his debt or meet the judgment 
against him is due to circumstances arising from the war, and 
that such circumstances arose after the contract was made or 
entered into. The reason for this last sentence can well be 
understood, but its interpretation will exercise the Court not a 
little, we imagine, at times. 

Section 26 is an extension of the Possession of Mortgaged 
Land (Emergency Powers) Act, 1939. It relates to all cases 
except where the mortgagee has obtained possession before the 
commencement of the present Act. The parent Act is designed 
to avoid the taking possession of land by a mortagee except 
where, after a demand in writing has been made giving three 
months’ notice, the mortgage money or interest is in arrear or 
there has been a breach of some other obligation under the 
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mortgage. The Act removes the application of the parent 
Statute to cases where land is subject to a mortgage executed 
before September 3, 1939 

There is perhaps little in the Act which should put banks 
on special enquiry. They will watch a weak customer’s posi- 
tion as closely now as before, but will bear in mind that they 
may be subject now to a discretion—a wide one—instead of to 
clearly-defined rules, and that this discretion may be called into 
operation long before the stage at which bankruptcy rules are 
normally applied. 


Divided Responsibility for Monetary 
Policy 


By Paul Einzig 
— time to time there is a revival of the discussion 





whether the management of the country’s monetary 

policy is, or should be, in the hands of the Treasury 
or of the Bank of England. This subject has been pursued 
even during the war, in spite of the obvious fact that, for the 
duration of the war at any rate, the Treasury’s control over 
banking and credit is absolute. On the other hand, a subject 
which in present circumstances is much more important— 
namely, the division of the control of monetary developments 
between various Government Departments—has_ escaped 
almost completely the attention it deserves. It is not adequately 
realised that the Treasury is nowadays by no means the only 
Department which has an influence over monetary manage- 
ment, but that almost every Department plays a more or less 
important part in that sphere. 

The influence of the Board of Trade over the trend of the 
pound is second only to that of the Treasury; indeed, it is 
possible that the price control measures enacted by the Board 
of Trade have played a more important part in preventing an 
internal depreciation of the pound than all the combined 
measures taken by the Treasury. This in spite of the fact that 
the latter’s hand has also been strengthened by new methods 
of monetary control as a result of heavy taxation, Keynes Plan, 
Treasury Deposit Receipts, etc. On the other hand, any use of 
the pre-war technique of credit restriction through high Bank- 
rate has been suspended for duration. Even before the war, 
the “ orthodox” devices had ceased to be as important as they 
were before 1931, but since the war it has become inconceiv- 
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able that they should be employed. In the interest of our 
economic war effort, it is essential that all munition works 
should be allotted all the credit they need. Similarly, all indus- 
tries catering for civilian requirements have to be enabled to 
produce to the limit of their capacity as determined by labour 
and raw material supplies. There can in such circumstances be 
no question of indiscriminate credit restriction, which used to be 
the favourite device of central bankers and orthodox econom- 
ists. Such credit restrictions as have been applied by the 
banks at the request of the Treasury since the war are aimed 
against the use of credit for inessential civilian purposes. The 
volume of such credits has been reduced in order to be able to 
expand essential credits with the smallest net increase in the 
total. 

This and other “unorthodox” devices have enabled the 
Treasury to exert a strong influence on monetary develop- 
ments. Even so, its relative importance in this sphere has 
declined, because of the appearance of new factors, controlled 
by other Government Departments, tending to influence 
monetary policy. The control of prices exercised by the Board 
of Trade is the most important of these factors, but there are 
others hardly less important. The policy of subsidising the 
price of essential foodstuffs, inaugurated by the Ministry of 
Food, has gone a long way towards mitigating the severity of 
the fall in the commodity value of the pound. The funds for 
these purposes were, it is true, granted by the Treasury, but 
the initiative was taken by the Ministry of Food which, from 
time to time, has been pressing for the extension of the list of 
commodities falling under the subsidisation policy. Were it 
not for this policy, the cost of living would have risen much 
more, and so, in consequence, would costs of production. 

Other Departments which tend to influence monetary devel- 
opments include the Department of Mines and the Petroleum 
Department, whose decisions affect the price of fuel and 
through it the cost of production. The Ministry of War 
Transport, too, can influence the price level through influencing 
shipping and railway freights, dock charges, etc. The Ministry 
of Health, through its powers under rent control, influences 
one of the most important items in the cost of living. The 
three Services and the Ministry of Supply, which place vast 
orders with industry, are also in a position to influence the 
trend of prices. 

In a different sense, the Ministry of Agriculture plays a very 
important part in the shaping of this country’s monetary 
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policy. Its principal task is to stimulate home production of 
food and other land products, and to that end it endeavours 
to obtain an increase in the price of such products, in order to 
make it worth while to “dig for victory.” While the Board 
of Trade and the Ministry of Food seek to safeguard the interests 
of the consumer, the Ministry of Agriculture stands for the 
interests of the farmer. The two interests are conflicting to a 
large degree, and decisions regarding the price of land products 
usually represent a compromise by which the legitimate claims 
of farmers are satisfied without thereby imposing an unduly 
heavy burden on consumers. When this is impossible, the 
Ministry of Food steps in and obtains a subsidy that relieves 
the burden on consumers. 

Finally, the Ministry of Labour is in a position to influence 
the trend of the pound to a very considerable degree, through 
its wages policy—or through the absence of a wages policy. 
The attitude adopted by this Department is bound to influence 
the tendency of wages, and through it the cost of production 
and the price level. A firm stand against excessive claims 
might have made the task of the Board of Trade and other 
Departments concerned in the resistance to the rise in prices 
much easier. The encouragement given by that Department 
to claims for full overtime pay resulted in an immense increase 
in purchasing power. Even if overtime pay does not cause an 
appreciable increase in the cost of production (though, in fact, 
overtime is usually paid above the normal rate), the pur- 
chasing power inflation it causes competes for the limited 
volume of unrationed goods and tends to drive up their prices. 

It is probable that most Ministers and senior officials belong- 
ing to the various Departments are completely oblivious of the 
fact that they play a part in shaping the monetary policy of this 
country. Their sole concern is to safeguard the interests for 
which their respective Department stands. It would be helpful 
if they could be made to realise their relative share in the 
responsibility for the future of the pound. To that end it would 
be very useful if an inter-Departmental committee could be 
formed, under the leadership of the Treasury, dealing with 
matters of monetary policy. Nor should membership in such 
a committee be confined to Government officials. Those big 
organisations, such as the T.U.C., the various Trades Unions, 
and representative bodies of industry, commerce, and agricul- 
ture, whose decisions tend to influence the value of the pound, 
should also be made to realise their responsibility, and should 
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be given an opportunity to participate, if only in a consultative 
capacity, in the work of the proposed committee. 

Last, but by no means least, the general public should be 
made to realise its responsibility for the future of the pound. 
The attitude of workmen, farmers, and consumers is in the long 
run by far the most important influence. If policies with infla- 
tionary implications secure overwhelming support in the 
country and, as a result, are adopted by the Government of the 
day, all the technical instruments of control through credit 
management can be no more than palliatives. This is not 
brought out sufficiently in propaganda addressed to workmen 
or in the savings campaign. They rightly emphasise the need 
for self-denial in the interests of financing the war. Emphasis 
should also be laid, however, upon the need for safeguarding 
the internal value of the pound, in the first place by abstaining 
from excessive wages claims which only lead to an all-round 
rise in prices, and, secondly, by renouncing through increased 
saving the use of some of the additional purchasing power 
placed in the hands of consumers. It is high time the public 
realised that monetary policy is no longer the affair of the 
Treasury or the Bank of England, but of every person in the 


country. ; - 
Refugees’ Deposits—Some Legal 


Problems 
4 the two or three years before the outbreak of war, banks 





in London received large sums of money to be utilised for 

the maintenance in this country of refugees from the rising 
tide of the Nazi Terror. Generally the remittances were made 
by kind-hearted friends or relatives in the U.S.A. or elsewhere, 
but sometimes they represented the smuggled-out funds of the 
refugees themselves, and it was not unknown for various 
institutions and individuals to act as intermediaries between 
the refugees and the aid committees that devoted their ener- 
gies to facilitating immigration. The financial backing took 
the form either of cash deposits or of clean credits. The latter 
were usually established with London banks by foreign corre- 
spondents, while the cash deposits were in some cases held by 
one of the refugee committees and in others by banks. Where 
a bank was the paying agent, it was customary for the bene- 
ficiary to be notified that a deposit or a credit had been estab- 
lished and that payment would be made at the bank’s counters 
against proper identification before a given expiry date; 
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occasionally, the establisher preferred no expiry date to be 
fixed. 

Deposits and credits were set up not only in sterling but also 
in foreign currency, and by September, 1939, there must have 
been a good number of dollar engagements of this kind out- 
standing. The outbreak of war left all these transactions “in 
the air.” It became impossible for Central European refugees 
to come to England and very difficult for them to go elsewhere, 
with the result that many depositors and credit-establishers 
asked for the annulment of their obligations. Immediate 
cancellation was impossible, however, where the transaction 
had been confirmed to the beneficiary. True, the latter had 
now become an enemy alien, but the effect of that was merely 
to suspend the matter until the end of the war, unless there 
Was a prior expiry date. Therefore, those contracts without 
expiry dates are still outstanding and must remain so, while 
the others only cease to be obligations when their allotted span 
is reached. 

Two of the difficulties connected with these engagements 
are underlined by the recent case of Weiner v. Central Fund 
for German Jewry, heard in the King’s Bench Division last 
February (All England Law Reports, 26th April, 1941). The 
facts were as follows:—In June, 1939, the plaintiff, a British 
subject, deposited a sum of £303 sterling and $2,921 with the 
defendants on behalf of a Dr. and Mrs. Berger, of Vienna, 
who were seeking permission to come to this country. The 
defendants, a charitable institution of repute, were in the habit 
of investigating and sponsoring such applications from German 
and Austrian nationals, and, according ‘to their practice, in 
this case they asked for a deposit of money to ensure that the 
refugees should not become a charge on the public funds of 
this country. The plaintiff alleged that the defendants had 
taken no steps to secure the admission of Dr. and Mrs. Berger, 
and he requested the return of the deposit. The defendants 
stated that in August, 1939, the Home Office requested them 
to put forward no further applications, but eventually they 
ordered their bankers to remit to Mr. Weiner the sum of 
£926 16s. ld. The plaintiff pointed out that this was £100 
short of the amount deposited and the defendants replied that, 
in accordance with their usual practice, they had converted 
the dollars at the time of receipt, and any resulting loss must 
be with the depositor. 

The plaintiff then issued a writ claiming damages for (1) 
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breach of contract, (2) the return of moneys paid for a con- 
sideration which had failed, and (3) breach of duty. The 
defendants entered a defence and then by leave amended it 
by putting in issue the right of the plaintiff to sue, seeing that 
the money was held on behalf of an enemy alien. To this, 
the plaintiff replied by admitting that he himself had no right 
to the sum in question, and he stated that he was willing that 
any sum recovered should be paid to the Custodian of Enemy 
Property. His Lordship held that Mr. Weiner was a person 
who was in a position to sue, but that the money must go to 
the Custodian of Enemy Property, as a question of public 
policy might be involved. Judgment would be given for the 
plaintiff for the amount claimed. 

Here we have two distinct points raised—the real ownership 
of the deposit, and the loss in exchange arising from a conver- 
sion of dollars at the pre-war rate. As to the first, the position 
was made clear in this case by the admission of the plaintiff 
that the money had all along belonged to the beneficiaries, but 
there have been instances where it has been very difficult to 
ascertain whether the Custodian of Enemy Property came into 
the business or not. There were, for example, deposits estab- 
lished by Dutch banks; what was the position there? Then 
again, a Swiss bank, acting for its customer, would have an un- 
utilised deposit in London and, at the expiry date, call for a re- 
fund. Here the exchange control authorities have refused a 
permit for the transfer unless the Swiss bank filed a declaration 
of non-enemy interest, and such a declaration has not always 
been forthcoming. 

The second point is also of some practical interest. In the 
Weiner case, the defendants appear to have made it a practice 
to convert immediately any dollar deposits left with them, and 
there is reason for believing that they were not the only refugee 
organisation that did so. The risk of such a course must have 
been obvious to any banker familiar with foreign business, and 
it is hardly possible that no word of caution was passed to these 
big deposit-holding bodies. Where the dollars were lodged 
with bankers, it is safe to assume that they were kept in their 
original form until payment was effected under the conditions 
set out in the relative letter of instructions. In pre-Munich 
days an appreciation of the dollar to $4.034 was not expected, 
but it was generally recognised that any marked change in the 
rate could only be adverse to the pound and that to convert was 
therefore to court a sharp Joss. 
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The judgment in Weiner v. Central Fund for German 
Jewry makes it clear that a loss arising from conversion must 
lie with the party who effected the conversion, unless he can 
show that there was at least an implied agreement with the 
depositor. Of course, the depositor cannot receive back dollars 
if he is a resident in the United Kingdom, but he is entitled to 
the sterling equivalent at the current rate. If he is, say, a 
resident in the U.S.A. it would seem that he is entitled to get 
back what he gave and the refunding party should make appli- 
cation on an E. form. A banker who has kept the dollars in 
dollars has a clear course before him, but it cannot be very 
pleasant for anybody that has converted at the time of receipt. 





War-time Responsibilities of the Life 
Offices 
By F. G. Culmer 


F a certainty, the economic and social life of the nation 
owes a great deal to the life assurance offices. In 


spite of the war, the economic life of the country must 
be protected and cemented at all costs. For that to be done 
effectively, it is imperative for the financial resources of indi- 
viduals in the State to be firmly consolidated. To this end the 
life offices are directing their influence with admirable results. 
The traditions of life assurance in Great Britain and in the 
British Empire have always ranked very high. The mainten- 
ance of those traditions at the present time is highly important, 
and they are nowise in jeopardy. By dint of sound actuarial 
methods and efficient administration the life offices have built 
up over long periods of years an impregnable position. In 
consequence the security which they are able to offer the 
assuring public is second to none. 

Annual reports and accounts recently issued by these offices 
have amply testified once again to their great strength. In 
particular, the adequacy of the reserves held against the large 
volume of policy-holders’ contracts is a distinct feature of note. 
As was only to be expected under present conditions, there has 
naturally been a substantial falling off in the new sums 
assured. In the aggregate the new business figure in 1940 was 
approximately £117,722,000, a decline of about £69,676,500 on 
the 1939 return, and £117,238,000 lower than in 1938. Indivi- 
dual premium results varied somewhat, but on the whole the 
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figures of total premium income for the year compare by no 
means unfavourably with their predecessors. This is a matter 
of prime importance. The incidence of war claims has to some 
extent affected the mortality experience, but so far, happily, 
they have not been of any great moment. Compared with the 
claims arising out of the last war, of course, they are very 
moderate. A general feature is the large additions which 
have been made to the total funds. 

In spite of the increased burden of income tax and the many 
other difficulties with which they have been confronted, the 
life offices have emerged from the first complete war year 
without any undue strain on their undertakings. For several 
years before the war there was a great expansion in the volume 
of new assurance, the figures literally going up by leaps and 
bounds. The ominous threat to peace in 1938 checked this 
progress, and with the outbreak of hostilities the decline set 
in in earnest. During the time when new business records 
were rapidly going by the board, policies were issued free of 
restriction as regards war risks. The outcome was that when, 
later on, the fortunate holders of these life policies were called 
up to join the fighting forces, their cover against war risks still 
remained unaffected. Others remaining in their civilian busi- 
ness life but taking part in civil defence were similarly cir- 
cumstanced. In this way the offices laid themselves open to 
numerous liabilities in connection with the hazards of war. 

When war at length broke out, the offices safeguarded them- 
selves by inserting a restrictive clause in the new policies with- 
holding the war risk cover. Premiums for certain types of 
policy were also readjusted to meet the changed conditions. 
Although no general rule has been followed, a very fair inter- 
pretation of the war risk question is made in the interests of 
new assurants. In some cases where premiums were revised 
civilians are given the benefit of free cover. On the other 
hand, where premium rates are unchanged, an additional 
charge is made for this concession. Every possible incentive 
has been offered to encourage the public to take advantage of 
life assurance. Under current conditions some of the offices 
have considered it unprofitable to continue issuing without- 
profit policies. The main ruling fashion is to advise prospective 
assurants to embark in with-profit policies, and taking a long 
view there is undoubted merit in the suggestion. 

From the public point of view, the standardisation of 
income-tax rebate on premiums at 3s. 6d. in the £ has rendered 
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life assurance in its various forms a very attractive proposition, 
especially when the splendid security offered by the life offices 
is taken into account. When the standard rate of income-tax 
was raised to 8s. 6d., and finally to 10s. in the £, the Chancellor 
of the Exchequer sensibly modified the liability of the life 
offices by allowing it to remain at 7s. 6d. in the £. This wasa 
welcome concession. It was only fair to ease what would have 
been an intolerable burden. This limitation is made in respect 
of the funds expressly held for the benefit of life assurance 
policyholders. Life offices base their contracts on the assump- 
tion that an effective interest yield will be forthcoming. To 
tax these offices out of existence would be manifestly unfair, 
both to them and to their policyholders, as well as extremely 
impolitic. 

Reverting to the question of security, which after all is the 
rock-basis of the life offices’ long-standing success, the valua- 
tions which fell due to be made at the end of last year were 
eminently satisfactory. Substantial surpluses over liabilities 
disclosed the actuarial soundness of the large volumes of busi- 
ness in force. The war has necessitated a cautious policy with 
regard to bonus distributions, and in nearly all cases these are 
now stabilised on an essentially war footing. This does not 
mean that the offices could not have continued to allot bonuses 
on their participating policies at virtually peace-time rates had 
they desired; but they were bound in the interests of safety to 
have due regard to the dictates of prudence. 

Mostly in place of the usual reversionary bonuses, the life 
offices are now paying reduced bonuses on policies as they be- 
come claims either by death or maturity. What bonus policy 
will be after the war none can predict with any sense of con- 
viction. At any rate, the life offices are now carrying forward 
large proportions of the valuation surpluses for the future 
benefit of participating policyholders, whose interests in this 
connection are well assured. At the same time, it seems 
doubtful whether the high rates of bonus in vogue before the 
war will be restored. Bonuses are largely derived from sur- 
plus interest earnings. Prospects of the resumption eventu- 
ally of a high scale of bonuses are in consequence impaired by 
the low rates of interest which appear to be established for 
some time to come. Mortality experience, at present an un- 
usually uncertain quantity, is another important factor of 
influence in determining the range of bonuses. A third factor 
is the question of administration expenditure. The life offices 
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have always kept a tight rein on their expenses, and this is not 
likely to prove an insuperable difficulty in the absence of 
exceptional circumstances. 

The effects of this war are in many respects dissimilar to 
those of the last, from which the life offices, in fact, emerged 
with great strength. Yet it is possible that in this respect 
history may be repeated. There was a veritable boom in life 
assurance before the war. Year after year new business reached 
unprecedented proportions. Policyholders participated in the 
benefits of record bonuses. For about a quarter of a century 
this prosperity continued, and but for the upheaval of the 
present war it would be still in evidence. Throughout this 
spectacular period there was no deviation on the part of the 
life offices from the prudent system of working that has from 
the first characterised their methods. Contingencies of every 
kind were liberally provided for, and the building up of 
reserves in consonance with ever increasing liabilities con- 
tinued unceasingly. Thus the offices, with their more than 
adequate resources, are in a position to face unflinchingly the 
vicissitudes of the present time. 

Their sound financial status rests very largely upon the 
uniform care and foresight with which their funds have been 
invested. In earlier years, the life offices were able to rely 
upon earning a much higher average rate of interest on their 
investments. They based their policy contracts at premium 
rates calculated on their ability to earn interest at 34 per cent., 
and they were quite safe in assuming a considerable excess 
margin of interest, taken at the net figure. Now, however, the 
position has undergone a radical change. It is useless to pre- 
tend that with the meagre rates of interest now obtainable life 
assurance will not be affected. If present rates are to be per- 
manent, life assurance will eventually have to be placed on a 
new basis. A further adjustment of premium rates will be im- 
perative. Cheap money means dearer life assurance. 

Meanwhile, the life offices have subscribed handsomely with 
their available funds to the Government’s war issues. That is, 
of course, a patriotic endeavour, and one which they were fully 
expected to undertake. In fairness to policyholders, however, 
they could not have invested large sums in this way—at a net 
rate of interest substantially below the net rate assumed for 
the purpose of their premium calculations—if the fixed interest- 
bearing investments made in former years had not been bring- 
ing in a much higher rate of revenue. In such exceptional 
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times as these it is of manifest advantage to the nation for the 
Government to borrow money at artificially low rates of in- 
terest, and it is, of course, essential for the war effort to be 
helped by all and sundry to the fullest extent. It is simply 
unfortunate that low interest rates combined with high taxa- 
tion make it extremely difficult to earn profits on new life 
assurance business. 

Owing to the uncertainty of the investment outlook, the life 
offices have taken the sensible precaution of enlarging their in- 
vestment reserves. With or without the aid of these reserves 
the offices show a satisfactory bill of health in their latest 
balance-sheets. Stock Exchange securities, which form the 
bulk of the assets, have in the aggregate a market value in 
excess of book values. This is a matter for considerable satis- 
faction. The assuring public will certainly derive a good deal 
of comfort in these troublous times from the knowledge that 
the safeguarding of their contracts is in no way impaired by 
events arising out of the war. 

Directly and indirectly, the life offices are giving the full 
weight of their influence in support of the national war effort. 
Apart from the many millions invested in War Bond issues, 
they are encouraging the public to invest in these loans by 
associating them with life assurance policies. These war-time 
policies are calculated to appeal forcibly to people of limited 
financial resources. They provide an opportunity for miany to 
acquire an interest in these loans who would otherwise be un- 
able to embark in them. The investments are secured by en- 
dowment assurances, and the effect of the transaction is that 
the purchase instalments or premiums are spread over a num- 
ber of years. At the end of the specified term the investment 
automatically becomes the property of the assured, while in the 
event of his premature demise the bonds come into the posses- 
sion of his beneficiaries. While the policy remains in force the 
assured has the advantage of the life cover, as with any ordi- 
nary life policy. As the assured has the option of paying his 
premiums yearly, half-yearly or monthly, these policies are 
brought within the scope of the rank and file of small investors. 
While stimulating the spread of life assurance among the com- 
munity, the life offices are thus incidentally lending active 
assistance also to the national savings movement. Every single 
premium paid means additional available money for the life 
offices to invest in Government war bonds. It is true that the 
whole of the premiums are not available for this purpose, be- 
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cause a certain proportion of each individual amount is absorbed 
by expenses. Still, in the mass it is a considerable aid in 
swelling the war chest. The Government, fully appreciating 
the value of life assurance to the nation, has given its cordial 
approval to this form of saving. 


Fire and Accident Insurance in 1940 
By F. G. Culmer 


SALIENT feature emerging from a review of the opera- 
A tions in 1940 of the British composite insurance com- 
panies is the unimpaired efficiency of their organisa- 
tion. Transition to war-time conditions has confronted these 
world-wide institutions with many problems of an unusually 
complicated character. Difficulties in the way of administra- 
tion have been intensified by the heavy depletion of the staffs 
on account of war service. Circumstances have necessitated 
altered methods of procedure, and in some cases reorganisation 
of departments. Yet dispersal of the staffs has not been 
allowed to interfere with the capable conduct of business in 
all branches, despite the companies’ additional responsibilities 
within a war economy. These offices, while maintaining an 
essential service to the insuring public, also act in close co- 
operation with the Government. Their machinery is utilised 
for the administration of the different Government war-time 
schemes, including the War Risks Insurance Act, 1939, and 
the War Damage Act, 1941. The importance of soliciting the 
aid of the insurance companies in these connections is shown 
in the smooth running of the schemes, which are enabled to 
operate with a minimum of additional labour and expense. 
In addition, the offices are giving valuable help in assisting 
in the administration of the Fire Prevention (Business 
Premises) Order, 1941. 

Meanwhile, the business of the offices themselves last year 
showed no signs of any diminution. Indeed, the total premium 
income of the nineteen offices tabled in this review in respect 
of their fire, accident, and marine departments was 
£112,807,908, and exceeded the corresponding total for the 
previous year by £2,931,288. Departmental results of the cam- 
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paign were variable. In the fire section there was a compara- 
tively small decline in the profit total, in the accident branch a 
substantially increased profit margin was effected, and in the 
marine department an enhanced surplus resulted from a largely 
increased turnover. Total net underwriting profits, after 
deducting expenses at profit and loss, amounted to £6,646,920, 
which, however, is £833,723 less than the aggregate profit made 
by these offices in 1939. 

In view of the heavy rise in the rate of income tax, it was 
only to be expected that there would be a considerable fall in 
the amount of net interest derived on the invested funds. The 
total figure was £5,302,259, showing a decline on the year of 
£822,851. This net interest revenue plays a most important 
part in providing mainly for shareholders’ dividends. The 
aggregate cost of these dividends, plus preference dividends 
and the interest on the few remaining debenture stocks, was 
£5,695,443, compared with £6,713,090. In all instances except 
one, ordinary dividends have remained unchanged and the 
shrinkage in the cost is entirely due to the increase in income 
tax. Net interest revenue, therefore, defrays all the cost of the 
dividends, except the small proportion of £393,184. Share- 
holders’ percentage of the life profits, where shown, amounts 
to £367,030. In other words, this leaves only the infinitesimal 
margin of £26,154 to be drawn from net underwriting profits. 
Hence there is the handsome profit balance of £6,620,766, 
which, after payment of taxation on profits, goes to swell the 
reserves. 

Fire insurance results compare unfavourably with those for 
the previous year; for although total premiums, amounting to 
£40,993,236, show an increase of £1,226,977, underwriting profits 
at no more than £1,858,284 are lower by £2,098,645. These 
profits are calculated after allowing for the unexpired risks’ 
reserve, which is usually 40 per cent., and occasionally 50 per 
cent. of the premium income. Every company shared in this 
profit decline and the average profit ratio to premiums was only 
4.63 per cent., as compared with 9.81 per cent. in 1939. A con- 
tributory cause of this heavy decline was the unprecedentedly 
high cost of home fire losses during the year. The direct 
damage is estimated at £12,640,000, which exceeded the cost for 
1939 by £3,552,000, and that for 1938 by £3,860,000. These 
figures do not take into account fires caused by enemy action. 
It represents an average weekly fire-waste bill of about a 
quarter of a million pounds. Naturally the fire offices regard it 
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with some concern. As the chairman of one office has 
observed, “as a nation we are not yet nearly sufficiently fire- 
conscious.” He complains that in spite of the Fire Brigades 
Act, 1938, which did much to expand fire extinguishing services 
to the whole country, not nearly enough has yet been done to 
expand fire prevention services in commercial, industrial, 
manufacturing and all other more hazardous premises. 

The general experience seems to be that conditions brought 
about by the war have largely been responsible for these re- 
sults. The “ black-out” is cited as rendering it difficult for fires 
to be located until well established and making it difficult for 
firemen to operate. Another adverse factor was the severity of 
the winter, with the resultant calamity of burst pipes. The 
system of fire watching against incendiary bombs has not, 
evidently, had the expected effect of incidentally helping in the 
detection of accidentally caused fires. Obviously, that object 
could only be achieved by a system of regularly patrolling 
interiors of buildings. At one time it was suggested in Parlia- 
ment that fire insurance rates might be reduced, in view of the 
introduction of fire watchers for incendiary bombs. This, how- 
ever, has so far been out of the question on account of the heavy 
losses encountered. Fortunately, some improvement in this 
respect has occurred in the current year. In the first four 
months, home fire losses at £2,926,000 were £577,000 less than 
in the corresponding period of 1940. 

Individual results of British insurance companies operating 
in the United States were not entirely of a favourable charac- 
ter, but on the whole losses were smaller. Aggregate fire 
losses were £61,293,904, representing a reduction of £1,405,864 
compared with the previous year. This improved tendency has 
increased during the initial quarter of the present year, the 
total losses for that period of £16,808,600 showing a drop of 
£3,283,340 in comparison with the corresponding figure of last 
year. The great volume of business in which British offices and 
their subsidiaries are associated in the United States renders 
this field of great importance. Apart from an improved claims’ 
experience, a reduction in operation expenses is a welcome 
feature. New underwriting problems have arisen owing to the 
vast expansion of war activities in many industries, but their 
solution has been successfully achieved. 

In all the British Dominions, good progress has been made 
despite the influences of the war. For the time being, British 
offices are deprived of their valuable connections in the Euro- 
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pean countries overrun by Hitlerism. Elsewhere in the foreign 
field results have been satisfactory. 


Under- Increase Ratio 
writing or toPre- 
Profits. Decrease. mMiums 
FIRE. £ Zz % 
NO a a a a 242,350 — 183,413 11.13 
PEE ait Aa arene r rt 94,131 — 41,420 5.22 
Commercial Union _...........200..c.000. 172,505 — 190,108 3.10 
Eagle Star ..... Le nbcadaassenrmasdobarton 46,375 — 14,467 5.56 
Employers’ Liability ..... Picts cen 4,054 — 10,964 1.0 
General Accigemt  .........cccccscoccccses 142,877 — 39,393 18.79 
ipa SS ERS EEE pee eee ree 45,853 — 68,996 5.45 
Liverpool and London and Globe ... 147,661 — 149,587 3.86 
London ASSUTANCE _........ccccseccccces 81,984 — 66,073 3.7 
London and Lancashire ............... 221,262 — 46,433 7.69 
North British and Mercantile ...... 125,713 — 199,824 3.32 
ND ge ceca dca caceusnsciceeewdaonmenens *22,148 — 117,183 f1.1 
INE RENN, sins cacacastcasancrvccatenss 32,627 — 103,381 1.65 
MIE «earns ia) i ctabcsivnageaanasicen ments 54,528 — 147,251 1.9 
eR se 649 — 146,801 0.04 
RPA RIRIE DBR PREIS eRe teeter ee 256,396 — 245,487 8.51 
Scottish Union ..... snuesline wkiocakasanbans 8,715 — 69,010 0.83 
REESE ae epi eer antes Ur eee 102,902 — 167,831 4.44 
gE ECE ROPES RC Er ree Ore 53,554 — 45,048 5.84 
*Loss. tLoss. 


Underwriting results in the Accident and General depart- 
ments were strikingly good. Although the total premium 
income at £50,468,842 fell short of that in the previous year 
by £3,351,231, underwriting profits were increased by £707,404 
to £4,478,078. All but five of the nineteen offices achieved 
considerably higher profits, the average profit ratio rising from 
7.79 per cent. of the premiums to 10.05 per cent. Two main 
factors account for the decline in premium income: the cessa- 
tion of trading in enemy and enemy-occupied countries and 
the falling off of motor business at home occasioned by the 
laying-up of cars. In other directions, the home accident busi- 
ness progressed on very satisfactory lines. In the United States 
and elsewhere abroad the experience was favourable. 

With few exceptions, 1940 brought better results than the 
companies had enjoyed for many years. In some cases they 
established new records. In spite of its disabilities, the motor 
branch has been profitable. Increased premiums for work- 
men’s compensation business have not benefited the companies 
to the full extent, owing to the greater activity in the war 
industries. New legislation, in the shape of the Supplementary 
Allowances Act, came into force in August last year, providing 
for increased compensation to workmen. The Act provided 
that compensation should be increased, not only in connection 
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with accidents happening after August 19, but in connection 
with all workmen disabled at that date whenever their acci- 
dents occurred. This additional liability thus imposed upon 
employers in respect of past accidents could not have been 
insured against, and therefore, while increasing their rates for 
insurance by 10 per cent. in respect of the extra liability pro- 
vided by the Act, the accident offices have made no extra 
charge as regards retrospective liability. This naturally placed 
a heavy burden upon the employers’ liability account, both in 
regard to increased claims and the greater liabilities for which 
additional reserves have had to be provided. 


Under- Increase Ratio 

writing or to Pre- 

Profits. Decrease. miums 

ACCIDENT AND GENERAL. A £ % 

[0 Se Sy eee ‘sceecoasaae Sr + 26,492 11.18 
RN a a ae te UD 80,089 + 35,933 12.83 
a a ee 707,358 + 256,304 9.39 
Eagle Star ............ 3 reocknos Sen _— 8,829 7.05 
Employers’ Liability .................... 230,016 + 26,689 3.9 
General Accident ...... SSR eee 522,528 + 210,425 6.94 
GuarGian  ..isscccess. aS Fe nea 92,851 — 25,726 13.74 
Liverpool and London and Globe ... 435,818 — 21,286 9.46 
Lomdon AGSUFANCE — ..icsscesccccessss . 223,306 + 63,428 16.7 
London and Lancashire . Leccevesco Sa + 48,892 6.78 
North British and Mercantile ...... 164,389 + 13,536 12.59 
Pere errs , wes 20a" + 61,087 13.4 
Norwich Union etienaie . 179,011 + 42,245 12.40 
Phoenix — .......:. pede a .. 293,399 — 36,675 8.3 
Royal Exchange . sivisssvccs Meageee + 11,709 12.18 
ene , . 508,036 — 50,358 8.51 
Scottish Union = ~ See 33,360 + 30,493 10.45 
eee : Mees? . 144,310 + 17,019 7.43 
Yorkshire. , 100,528 + 6,026 1.22 


Premiums on war risks, increased rates on hulls and sur- 
charges to cargo rates have mainly contributed to the expan- 
sive volume of premiums in the marine insurance department. 
Eighteen offices show a total premium income of £17,285,295, 
which is an increase of £5,686,352 over the previous year. 
Underwriting surpluses amounted in the aggregate to £954,620, 
showing an advance of £418,625 on the year. At the same time, 
the offices have considerably strengthened their position, the 
total funds having been increased by £4,037,428 to £19,932,220. 
The average profit ratio has risen from 4.5 per cent. in 1939 to 
0.02 per cent. 

This profit has largely been of an exceptional nature, being 
derived from the business associated with war risks which has 
not come under the purview of the Government. In this con- 
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nection, it is worth repeating a reminder given by Sir Frederick 
Pascoe Rutter, Governor of the London and Lancashire Insur- 
ance Company, to his shareholders at the recent annual meeting. 
He pointed out that although in 1914-1918 war risk business 
assumed very large proportions and produced considerable 
profits, these were deceptive as a guide to the future, for as soon 
as the war was over there came the inevitable reaction. Thai, 
he said, could not happen to anything like the same extent this 
time, but it should be borne in mind by shareholders in its 
bearing upan the accounts which they would receive after the 
war had been won. 

It should be mentioned that of the eighteen companies 
whose figures are dealt with in this review, three have not made 
any disclosure of surplus. In some other cases the surpluses 
transferred to profit and loss are of a purely nominal character, 
and are therefore not.indicative of the actual profit earned. At 
any rate, the improvement displayed in the marine insurance 
market is a feature to be reckoned with. As the chairman of 
the Phoenix Assurance Company (Mr. R. Y. Sketch) recently 
observed, marine insurance is playing its part in providing the 
necessary financial protection in enabling the flow of British 
trade to cortinue. 

In conclusion it can be said that the great composite com- 
panies can afford to ignore the “ groundless whispering cam- 
paign” engineered against them abroad by unfriendly inter- 
ests. The whole world is well aware that the prestige of these 
companies is of the highest character, and their security unim- 
peachable. 





Obituary 
Mr. G. E. Bromley-Martin 


The death has occurred at Hassocks, at the age of sixty-five, 
of Mr. G. E. Bromley-Martin, London managing director of 
Martins Bank and a deputy-chairman of the General Board. 

Mr. Bromley-Martin was also a director of British North 
Borneo (Chartered) Company, Central Insurance Company, 
Eastern Bank (joint deputy-chairman), Kodak, Liverpool and 
London and Globe Insurance Company (chairman of London 
Board) and London Trust Company. In his younger days he 
was a well-known cricketer. 
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International Banking Review 


Sweden 


HE Swedish Riksbank has reduced its Bank rate to 3 per 
cent. from the level of 34 per cent. to which it was raised 
at the time of the wholesale withdrawals of funds due 

to fears of a German invasion. In the meantime the flow of 
funds has been reversed. Thanks to this, the Riksbank was 
able to increase its gold reserve in spite of the fact that its 
export trade to countries where gold or free exchange is 
obtainable has come to an almost complete standstill. Most 
of Sweden’s exports now go to Germany, and payment is 
received—after considerable delay—in goods. On the other 
hand, a certain amount of imports from overseas is maintained. 
The adverse balance against countries not under German con- 
trol has been more than offset by capital movements. 

It is reported that the Riksbank intends to invest in com- 
modities part of its gold holding in the United States. In doing 
so it would follow the example of the Dutch Government in 
London The idea, presumably, is that non-perishable commo- 
dities are less likely to depreciate than gold, though in any 
case it is to be expected that after the war there will be an 
acute shortage of such commodities. 


Japan 


Provisions have been made to enable Japanese merchanis 
engaged in foreign trade to import or export against payments 
in certain currencies without running any exchange risk. The 
Japanese Government, through the Bank of Japan and the 
Yokohama Specie Bank, will assume all exchange risk attached 
to such transactions. The currencies involved are the pound 
sterling, the Australian, South African and New Zealand 
pound, the Hongkong and Straits dollar, the Siamese tical, and, 
more recently, the United States dollar. The balances held in 
these currencies by the Japanese banks are paid in special 
accounts with the Yokohama Specie Bank, and henceforth the 
banks will only act as intermediaries against a fixed commis- 











62 THE BANKER 


sion. All profits and losses arising from the exchange trans- 
actions will be for the Government’s account. 


Brazil 


President Gertulio Vargas has issued a decree under which, 
from June 30, 1946, the only deposit banks to be allowed to 
function will be those owned entirely by Brazilian citizens. 
This decree came as a bombshell, for even though legislation 
to the same end was passed in 1934 and in 1937, it was widely 
believed that the Administration never intended to carry out 
the law. Hopes are still entertained in foreign banking circles 
in Brazil that during the next five years President Vargas may 
reconsider the matter. Foreign banks play a vital part in 
Brazil’s economic system, and their Brazilian clients would 
deplore their disappearance. Some uncertainty seems to pre- 
vail about the definition of “ banks of deposit” and about the 
question whether foreign-owned banks will be allowed to 
continue operations other than the receipt of Brazilian deposits. 


Argentine 


While in Great Britain and in German-conquered Europe 
exchange control has been reinforced during the past twelve 
months, quite recently the Argentine Government decided to 
relax considerably the rules concerning the allocation of 
foreign exchange for imports. The explanation of the decision 
is that even in the absence of exchange restrictions import 
trade is struggling with great difficulties. Some time ago it 
was necessary to prolong the validity of import permits to 
twelve months owing to the delay in imports caused by ship- 
ping difficulties. Another reason is that the Argentine has 
now an export surplus, so that there is no drain on her gold 
reserve. In fact, while the gold stock in the vaults of the 
Central Bank remains steady at 1,071 million pesos, the amount 
of gold held abroad has been increasing. 

As a result of the new decree, from July 1 the import permit 
system for about 80 per cent. of the total imports will be 
abolished. Among others, goods from the sterling area can 
now be imported without any permit. For those imports which 
remain subject to permits a simplified procedure will be 
employed. 
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Correspondence 


A “ Cowardly” Budget? 
To the Editor, THE BANKER. 

Sir,—I thank you for your comments on my letter. But 
why should you say that an Excess Income Tax is “ quite im- 
practicable”? All the old taxpayers have made returns for 
years past, and in their case there is no difficulty. In the case 
of newcomers to the Income Tax ranks I would allow a gener- 
ous sum free of E..T. As to the rate of tax, I suggest 5s. in 
the £. 

A rate of 100 per cent. for E.P.T. is absurd and injurious, since 
it removes all incentive to efficiency; 80 per cent. is probably 
too high, with an Income Tax of 10s. in the £. But still there 
are people making profits out of the war who escape E.P.T. 
because they have no “ trade or business” within the meaning 
of the Acts. That is why I demand, as I did in the last war, an 
Excess Income Tax. 

Moreover, the point of total exemption from Income Tax 
should be so low, say, £70 for single persons, that no one can 
escape paying it by taking days off, as many workers do on the 
Clyde.—Yours faithfully, 

2, St. Peter’s-terrace, Cambridge. J. E. ALLEN. 

[We are heartily in agreement with Mr. Allen’s views on 
E.P.T., but still doubt whether an excess income tax is a prac- 


ticable alternative, either administratively or politically —Eb., 
THE BANKER. } 


Books 


“MODERN BANKING IN INDIA.” By S. K. Murangan. 
(New Book Co., Bombay. Price Rs.7/8.) 

WHILE any book is to be welcomed which attempts to throw 
more light on the complex problems which beset modern bank- 
ing in India, it is doubtful if Professor Muranjan’s study adds 
a great deal to what has already appeared on this subject. His 
book, which runs to about 400 pages, contains chapters on the 
early history and progress of banking in India, the structure of 
interest rates, bank assets and liabilities, the efficiency of Indian 
Joint Stock banking, bank failures and Banking Reform and 
Legislation. Chapters are also devoted to the Imperial Bank of 
India, the Reserve Bank of India and the leading Indian Joint 
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Stock Banks. In the chapter on the Structure of Interest 
Rates, the author sums up the position in the following words: 
“The only relationship which exists between different money 
rates in this country is such as arises out of basic economic facts 
like seasonal variations in demand, general shortage of capital, 
etc. There is no precise definiteness about their inter-relations 
such as exist in the advanced money markets of the world.” 
One wonders why it should be necessary to have taken over 
30 pages to reach this conclusion. While there is evidence that 
much labour has been spent in collecting the material set out 
in the book, one is tempted to say that much is really irrelevant 
to a study of the Indian banking situation, while on the other 
hand there is very little about the progress made by the Reserve 
Bank since its inception and less on the attempts which have 
been made to bring the indigenous bankers and other credit 
institutions within the framework of organised banking in 
India. There is little also on the agency relations which exist 
between the Imperial Bank and the Reserve Bank, and it is 
possible that Professor Muranjan might find in these relations 
an answer to his query on page 265 as to the ability of the 
Reserve Bank to maintain effective touch with money rates all 
over the country. 

In a number of instances Professor Muranjan makes state- 
ments which lack precision. For instance, on page 28 he states 
that the Imperial and other chief banks held among them 90 
per cent. of the “ deposit resources” of the country, while on 
page 34 he admits that “they (the banks) exist against a vast 
background of indigenous credit institutions and small banks 
which in.... their aggregate financial operations over- 
shadow by far modern banking in this country.” Surely one 
of the major problems of Indian banking and credit to-day is 
the fact that vast deposit resources cannot be attracted into 
orthodox channels. Again, on page 93, the Imperial Bank is 
stated to have placed consideration for its own profits above the 
national interests (by putting up the Bank Rate?) and to have 
exploited to the full the highly seasonal demand for currency, 
while later on the same page it is admitted that cash was per- 
mitted to fall to comparatively low levels in times of seasonal 
demand. What the author does not make clear, however, is 
that the bank was forced to put up its interest rate in order to 
obtain from the currency authority the necessary powers to 
expand its cash. One other instance of this lack of consistency 
in the book may be quoted. On page 268 the author, dealing 
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with the Reserve Bank, says: “The last few years have been 
so remarkable for easy conditions and abundance of funds that 
the Reserve Bank has had hardly any important role to play ”; 
yet on page 283 we find: “It is evident that the Reserve Bank 
is playing a great and effective part in the elimination of 
seasonal extremes in rates which cannot but have far-reaching 
consequences on the Indian economy of the future.” 

Professor Muranjan asks readers to draw attention to the 
faults in his book, and one can only say that the book would be 
greatly improved by condensation and revision where neces- 
sary. Finally, it must be pointed out that the statistics given 
are not always the latest available. 


“ECONOMIC WARFARE, 1939-40.” By Pauw Ernzic. (Mac- 
millan. Price 7s. 6d. net.) 


DespITE the similarity of title, this is an entirely different 
work from the book originally published as “Economic 
Problems of the Next War ” and revised under the title “‘ Econo- 
mic Warfare” a few weeks after war broke out. Whereas the 
earlier volume was concerned with war economics in general, 
this is an analysis of the detailed technique of economic war- 
fare proper. Under this head, Dr. Einzig includes not only 
offensive methods of economic warfare as waged by M.E.W.— 
for example, blockade or the diversion of supplies from Germany 
by pre-emptive purchases—but also defensive measures taken 
to counteract the effects of Axis economic warfare on our own 
economy. Inevitably, the book contains some outspoken 
criticism of the inadequacies of our exertions in this field, which 
to no slight extent have been brought to light and remedied 
as the result of Dr. Einzig’s own efforts. It may be that the 
author places an exaggerated value on pre-emptive purchases, 
which, by raising prices, have been known to stimulate out- 
put so enormously as to leave the enemy with more abundant 
supplies than ever, but in general the criticisms are undoubtedly 
only too well justified. In his conclusions, however, Dr. 
Einzig looks forward to an increase in the effectiveness of the 
blockade during the next twelve months as a result of American 
collaboration, and ultimately to the time when the R.A.F. will 
be sufficiently strong to destroy systematically the German oil 
plants and other industrial capacity. “The war will then enter 
upon its final phase. Germany’s military power will be re- 
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duced not by means of major battles fought on the Continent— 
though the final blow will have to assume that form—but by 
stamping out relentlessly and systematically the essential 
supplies, means of production and means of transport.” 


“THE STATESMAN’S YEAR-BOOK, 1941.” (Macmillan. 
Price 20s. net.) 

On the flyleaf, “The Statesman’s Year-Book” takes as its 
motto a saying of Goethe’s that if figures do not rule the world, 
at any rate they show how it is ruled; yet in the very first sen- 
tence of his preface Dr. Epstein is obliged to point out that “in 
the din of war, statistics cease.” The juxtaposition clearly em- 
phasises the formidable difficulties of the editor’s task under © 
present conditions. Considering these conditions, however, the 
volume of up-to-date information which it has been found pos- 
sible to assemble is gratifyingly large. Though no returns can 
be expected, as Dr. Epstein points out, from “the countries 
suffering from the blighting presence of the Nazi barbarians,” 
those parts of Europe which have up to now escaped the 
ravages of war—such as Iceland, Hungary, Sweden, or Turkey 
have continued to give an up-to-date account of them- 
selves. Outside Europe, there are the British Commonwealth 
of Nations, the United States and the rest of the American 
continent, together representing a large portion of the inhabited 
globe. Thus the seventy-eighth issue of the Year-Book suc- 
ceeds, like its predecessors, in presenting a clearly documented 
picture of prevailing political and economic conditions through- 
out the greater part of the world as recently as the end of 
March, 1941. In addition, it contains a mine of basic (yet other- 
wise highly inaccessible) information on such subjects as the 
constitution, population, industry, and communications of the 
various States. In war, as in peace, this remains an indispens- 
able work of reference not only for politicians and all concerned 
with international affairs, but also for bankers, exporters, and 
others who have business relations of any kind with overseas 
countries. 








“WHO IS TO PAY FOR THE WAR? AND THE PEACE?” 
By Douc.as Jay. (Kegan Paul. Price 1s. net.) 
PERHAPS the most interesting feature of this little booklet is 
that it is among the first to discuss, however cursorily, the 
second question posed in its title—the problem of post-war 
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finance. The booklet is, in fact, Number 7 of a series entitled 
“the democratic order,” dealing with various aspects of post- 
war reconstruction. On the whole, the writers chosen seem to 
be more than normally critical of the democratic order which 
is their wider subject. So far as Mr. Jay’s contribution is con- 
cerned, it is satisfactory that he does not, like so many people 
these days, reject out of hand the idea of reparations. On the 
contrary, he points out that they need lead to economic compli- 
cations only if the amount fixed is excessive, and have their 
justification morally in the fact that German armies have—yet 
again—gratuitously invaded and devastated the territory of her 
neighbours. On domestic finance, of course, Mr. Jay’s views 
are only too familiar. One can only note with regret that he 
has still not realised—or is not prepared publicly to admit— 
that a capital tax would be of little use in financing the war 
and that the banks are making little or nothing out of wartime 


inflation. 





Appointments and Retirements 


Bank of Nova Scotia 

Mr. H. F. Patterson, general manager, has been appointed 
executive vice-president; he is succeeded by Mr. Herbert D. 
Burns, and Mr. Edwin Crockett has been appointed senior 
assistant general manager. 

Lloyds Bank 

Mr. Harald Peake has been elected to a seat on the board. 
Mr. Peake is a director of Rolls-Royce, Wm. France, Fenwick 
and Co., and of a number of collieries, including Airedale Col- 
lieries, of which he is chairman and managing director. 

Mr. L. W. Shenton, hitherto clerk-in-charge at Great Missen- 
den branch, has been appointed manager. 

Mr. H. A. Sharpe, from Temple Fortune and Hampstead 
Garden Suburb, has been appointed sub-manager of Piccadilly 
branch, W. 

Mr. A. M. Sutherland, from Head Office, has been appointed 
manager of Temple Fortune and Hampstead Garden Suburb 
branch, N.W. 

On the death of Mr. P. W. Day, Mr. F. E. F. Tookey, M.B.E., 


from Shanklin, has been appointed manager of Sandown 
branch, 1.O.W. Mr. J. P. Jeans, formerly manager of Cran- 
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brook Road and High Road, Ilford, has been appointed manager 
of Shanklin branch, L0.W. 


Mr. H. T. Manville, hitherto acting manager of Southampton 
Row branch, W.C., has been appointed manager of that branch 
on the death of Mr. R.-D. Sutcliffe, D.S.O., O.B.E. ) 

At Westcliff-on-Sea (also London Road) branch, Mr. H. Vv. 
Collard, from Weymouth, has been appointed manager. Mr. 
A. L. Trott, from Paignton, has been appointed sub-manager of 
Weymouth branch. On the retirement of Mr. W. R. Atkinson, 
on account of ill-health, Mr. H. H. J. Ward, M.C., from Westcliff- 
on-Sea, has been appointed manager of Winton branch. 

Mr. A. E. Dawes, from Great Portland Street branch, W., has 
been appointed for special work under the general managers. 


Martins Bank 

The retirement is announced of Mr. Herbert Holt, Leeds 
district general manager. He has been elected to the Leeds 
board of the bank. Mr. Holt was born in 1876, and began his 
banking career with the Halifax Commercial Bank, of which 
he was assistant general manager on its absorption by Martins 
Bank in 1920. He is a Fellow of the Institute of Bankers, 
London, and of the Royal Economic Society. 

Mr. W. J. Roberts, assistant district manager, has been 
appointed Leeds district general manager, and Mr. T. A. Samuel, 
assistant district manager. 


Midland Bank 


Mr. C. T. A. Sadd, formerly deputy assistant chief general 
manager, has been appointed an assistant chief general 
manager. 

Mr. A. T. Jackson, a joint general manager, has retired 
after forty-eight years’ service with the bank. 

Mr. G. A. Castle, formerly an assistant general manager, 
has been appointed a joint general manager, and Mr. F. E. G. 
Hayward, formerly assistant manager of Threadneedle Street 
branch, and Mr. P. Musgrave, formerly manager of Granby 
Street branch, Leicester, have been appointed assistant general 
managers. 

National Bank of Australia 

Mr. H. D. Giddy has been elected to the board, and Sir James 
A. M. Elder and Sir Frank G. Clark have been re-elected chair- 
man and vice-chairman respectively. 





